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 I
PREFACE 
 
Modern India is developing at a rate of around 9% and it seems that the day is not far 
off when we will join the league of developed nations of this world. The savings of the 
country has crossed the level of 30% which is a clear indicator of the spending capacity 
of the general people of India. 
One of the most lucrative investment options is stock market and it is a well proven fact 
that returns in stock market is better than any other investment alternative. But one 
major issue with this investment option is that only few companies give good returns 
and many companies investment grows at very little pace or in some cases people may 
loose their money also. The main reason for this discrepancy is that general people 
don’t know much about the parameters for choosing the right share. In fact most of the 
people don't know about terms like EPS, BV, PAT etc. So people generally look for 
options in which returns are decent and risk factor is low as compared to stock market. 
And now comes the most preferred option...Mutual Fund". 
In the Indian context a mutual fund is defined as a trust that pools up the savings of a 
number of investors who share a common financial goal. It is the most suitable 
investment for the common individual as it offers an opportunity to invest in a 
diversified, professionally managed basket of various securities at a relatively low cost. 
Indian market is being looked upon as a highly potential market for investment by the 
foreign investors. They are finding Indian markets very lucrative w.r.t various 
investment alternatives and the returns associated with them. This stability and the 
overall economic development of the Indian financial market has made Indian economy 
as one of the fastest economies of the present world. Because of these factors many 
private players (both Indian and foreign institutions) are eyeing the Indian market and 
they are entering through Mutual funds (by opening different mutual fund schemes). 
Out of the various types of mutual funds in the market, Equity appears to be the best 
option as the returns are higher than in any other option but lack of knowledge of the 
capital market stops the general public from investing directly in the market hence they 
chose the path of mutual fund. Out of the equity funds of various types the growth and 
the dividend options are the basic fund schemes available in the capital market in India 
so the current study will help the investors learn as to how the competition in the 
mutual fund industry is increasing and how are the fund managers using their market 
timing and selectivity skills to reap the benefits to the investors. 
 II
An investment is a commitment of funds made with the expectation of some positive 
rate of return. If the investment is properly undertaken, the return will be in tandem 
with the risk the investor assumes. There are a lot of investment avenues available 
today in the financial market for an investor with an investable surplus. He can invest in 
Bank Deposits, Corporate Debentures, and Bonds where there is low risk but low 
return. He may invest in Stock of companies where the risk is high and the returns are 
also proportionately high. The recent trends in the Stock Market have shown that an 
average retail investor always lost with periodic bearish tends. People began opting for 
portfolio managers with expertise in stock markets who would invest on their behalf. 
Thus we had wealth management services provided by many institutions. However they 
proved too costly for a small investor. These investors have found a good shelter with 
the mutual funds. 
Mutual fund industry has seen a lot of changes in past few years with multinational 
companies coming into the country, bringing in their professional expertise in 
managing funds worldwide. In the past few months there has been a consolidation 
phase going on in the mutual fund industry in India. Now investors have a wide range 
of schemes to choose from depending on their individual profiles.   
In India and in many other countries, there are many salaried people or others who do 
not have huge amounts in their savings. These people are of course’ intimidated by the 
mysteries of stock market but like to reap the benefits of stock market investing. Due to 
small savings, these people lack expert professional approach towards the direct stock 
market investing. Moreover, they usually cannot have a diversified portfolio and 
professional approach towards investments. Mutual fund investing proves to be a better 
solution for such small investors.  
This study thus aims at understanding the extent of competition in mutual fund industry 
in India. It also aims at determining how sharply and effectively the fund managers 
have been using their selectivity skills and market timing abilities to ensure better 
returns to various investors in different mutual fund schemes. The study will also help 
an investor understand the risk and return equation for various mutual fund schemes so 
that (s) he can choose the one which best suits his risk profile. 
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1.1 Mutual Funds- A Conceptual Overview 
In the market there are lot of investors who have their small savings which they are unable to 
invest since the amount is very small. Here comes mutual fund where these investors can 
pool up their savings and invest in such equity only but by another means. This means is 
known as mutual funds where the asset management companies come under the picture. 
They pool up the savings of such investors and then invest a larger amount in these equities 
or other securities and after deducting their operating costs they distribute the returns to the 
investors. 
How do the investors gain? The investors stand to gain since the quantum of investment is 
large the returns earned are also large and hence the benefit accrues to the ultimate investor 
which is the common man. What is the benefit to the AMCs? The AMCs stand to gain since 
they get a handsome commission for the work performed by them and this leads to a win –
win proposition for all the players in the market. 
 
There is also a great benefit to the market since the smalls savings are channelized in the 
market and there is a flow of funds in the market which unless otherwise would not have 
been possible. 
Mutual funds have been very lucrative to various categories of investors like the retired 
persons can opt for those mutual fund schemes which give regular stable returns whereas the 
young professionals can opt for schemes where the returns are very high since the finance 
theorem clearly states that the returns earned in any equity or fund is directly proportional to 
the risk associated to it. 
1.2 Advantages of mutual funds 
 The funds are managed by a team of professionals who put in their experiential skills 
to manage the funds. 
 The investor has the advantage of hedging his risk by investing in a basket of varied 
securities  
 The investor can invest even a small amount and earn a higher rate of return. 
CHAPTER: 1   INTRODUCTION 
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 The investor can earn through the market where the returns are high and better and 
also streamlined. 
 The fund managers can pass the advantage of less cost and more returns and hence 
the benefit accrues to the end investor. 
However there are some disadvantages with mutual funds such as:  
 The investors have put a blind belief on the fund managers. 
 The fund management fee is sometimes too high. 
 The fund managers may / may not pass the transaction savings to the investors. 
 The fund managers are not liable for the poor judgment when the investor's fund loses 
earnings 
 The issue prospectus and annual reports are difficult to understand 
 The investor feel a lost of control since they have no idea about the investment 
pattern. 
 There are lot of restrictions on the selling and change in the portfolios. 
1.3 Comparison between various investment alternatives 
Here are some of the investment options available in India: 
1.  Savings Bank Account 
These are the investments which are available in the banks and also this can be associated 
with locker facilities in the bank. 
2.  Money Market Funds (also known as liquid funds) 
These are the funds which are well known for their liquidity. They make investments in very 
short term funds and the basic concept lies in securing the capital and then looking at 
increasing the returns. Here the returns are lesser as compared to the bank deposits but they 
can be good investment option. 
3.  Bank Fixed Deposit (Bank FDs) 
This is the safest option available in the capital market where the investment is as secure as 
the Government itself. 
4.  Post Office Savings Schemes (POSS) 
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This investment type has the lowest risk and they are popular since they give a high return 
than the deposits in the bank. This plan is generally very lucrative to the retired servicemen 
who want to earn a regular income on their savings and are also looking for safe investments.  
The various schemes offered by Post Office are: 
1. National Savings Certificates (NSC) 
2. National Savings Scheme (NSS) 
3. Kisan Vikas Patra 
4. Monthly Income Scheme 
5. Recurring and Fixed Deposit Scheme, etc. 
5.  Public Provident Fund (PPF) 
PPF has always been one of the best investment avenues when it comes to tax savings and 
for long term. The investor here earns since the interest earned is tax free under section 80 (c) 
of the Income Tax Act and hence the income is tax free in the hands of the investor. Also the 
investor needs to deposit only a very small amount each year so it does not pit pressure on 
the individual. Also there is a withdrawal facility available for the investors. 
6.  Company Fixed Deposits (FDs) 
This type of investment is rather new to the capital market where the corporate world asks for 
deposits in their companies. The investors stand to gain as these firms offer a high rate of 
return since they get the investment direct form the investors. They are like fixed deposits 
only but they carry high rate of return which makes them quite attractive. 
7.  Bonds and Debentures 
This Option is available for large investments or to avail of some capital gains tax rebates. 
The bonds and debentures are very lucrative for a simple reason that the interest on these 
debentures is a tax deductible expense and hence it legally allows the company to avoid taxes 
and the benefit of the same accrues to the equity investor leading to a win-win proposition for 
the company as well as the investor.  
8.  Mutual Funds 
These are the investment avenues where the small investors pool up their savings which are 
then invested by some asset management firms on behalf of these investors. 
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Life insurance policies have been there in the market for ages and they have been in the 
market due to the emotional connect of people and their emotional concerns. These policies 
may be taken for death benefit, mediclaim or anything else. 
10. Equity Shares 
Equity shares are the securities which are issued by the companies for eternity and the 
shareholder can earn either by way of profit sharing which is done by the companies in the 
form of dividends or the capital appreciation which is available in the market. The 
shareholder becomes a very important stakeholder for the firm since he invests for a n 
indefinite time period. 
The equity shareholder enjoys the right to attend the annual general meeting and also enjoys 
lot of other privileges which make it the most simple and lucrative option available in the 
capital market. 
11. Gold   
Gold is one of the best investment avenues and companies have also started channelising 
such Gold which is lying unused in the lockers of crores of citizens by providing loans 
against the gold deposits that people have with them. 
In India, gold has a lot of emotional connect and people invest in this avenue for emotional 
purposes more rather than considering it to be a viable and profitable investment avenue. 
12. New Pension Scheme 
This is also one of the latest entrants in the market. It is a kind of social security tool which 
has been introduced by our Government and this is actually a lowest cost investment scheme. 
Here the Govt. allows the individual to make an investment so as to secure his / her future. 
The individual invests a certain amount each year and the Govt. gives a handsome return on 
the same which further motivates investment in this alternative. 
13. Real Estate 
Real Estate shocked the market when the returns earned by the investors were so high that 
the whole market went bullish just by some real estate shares. The real estate earns by way of 
large investments. The only drawback here is that the investment in any case has to be too 
large which is why only some players are there in this type of investment since the investor 
has to be cash rich. 
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1.4 Types of mutual funds 
There are various types of mutual funds in the market. Depending upon the desire and need 
of the investors, the market keeps on creating a lot of changes and keeps on coming out with 
lot of types of mutual funds.  
Since there is a lot of variety of investors in the market, it becomes imperative for the market 
to create and innovate in the mutual fund schemes to benefit the investors as well as the 
market as a whole. 
Some of these various types of mutual funds are: 
 
1.4.1 Value stocks 
1.4.2  Growth stock 
1.4.3 Income stock 
1.4.4 Index funds 
1.4.5 Enhanced index 
1.4.6 Stock market sector 
1.4.7 Defensive stock 
1.4.8 Mutual funds of mutual funds 
1.4.9 Closed end 
1.4.10 Exchange traded funds (ETFs) 
 
Also there are other types of funds which may be close ended or open ended. Close ended 
funds are those where there is no entry load as well as no exit load. This allows the investor 
to move in and out freely in the mutual fund scheme. Here the investor enjoys the privileges 
of returns from the market. When the returns are more the investors start investing and when 
the returns fall the investor take their investment out and invest elsewhere. 
On the other hand, the open ended schemes are those mutual fund schemes where the 
investor has to either pay the entry load i.e., the commission to the brokers for entering into 
the mutual fund schemes. This pits a load on the investor and hence the investor invests in 
such schemes only when they have convinced themselves of the premium in the returns that 
they may earn. 
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There are schemes which may be equity oriented or debt oriented. Equity oriented schemes 
are those mutual fund schemes where the investor can ensure that his savings are being only 
invested in the equity shares so that his desired risk return profile can be met. 
There are some investors who want a stable return; they can invest their funds in the debt 
oriented schemes so that their desires can be met. 
There are lot of tax savings mutual fund schemes also being sold in the market where the 
investment is done in only those avenues where the investor can ultimately save on his taxes 
and this all can be done in a legal manner. 
 
1.5 Growth aspects in mutual fund industry 
 
The Indian mutual fund industry has been growing at a very fast pace and it seems that there 
is no looking back in this sector which is quite evident from the fact that the number of 
mutual fund firms has been on a constant increase and the number is still growing. The 
annual growth rate in this sector is more than 12.5% which leads to a concern as to how has 
this been achieved and if this rate is true then the work done by professionals is worth giving 
credit. 
The growth in the total assets which are being managed by theses firms is more than 100% 
which calls for a big leap in this sector and also there have been lot of foreign entrants in this 
market to tap the unused potential in this sector. Also since the rate of savings by individual 
is increasing hence there is a clear indication that this sector is progressing fast. 
Also the investments are increasing in the rural sector and hence the mutual fund map now 
can be seen in B and C cities which will not only help in channelising the rural savings which 
adds on to the total savings of our country and also helps in streamlining them as well. There 
are examples where some of the mutual fund companies have realized that their investments 
in the rural sector has come out to be more challenging and profitable since the trust factor is 
high and the returns are large. 
The mutual fund industry has been at its boom in the past 10 years and there are a lot of 
reasons why this growth has been so steep. There are lot of schemes now tailor made and this 
makes it further more impressive since the mutual fund companies are coming out with lot of 
interesting and profitable options. 
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1.6 Research Objective (s) 
 The objective(s) of this research are: 
 To study the extent of competition in the mutual fund industry in India. 
 To measure and analyze the risk adjusted return provided by various mutual fund 
schemes. 
 To evaluate the selectivity and market timing ability of the fund managers to provide 
superior returns to investors as well as the mutual fund firms. 
 
1.7 Importance of the study 
 Strong competition is the instrument of market mechanism that ensures good 
performance so the present study helps in gaining an insight in understanding and 
analyzing the growth of mutual fund industry in India. 
 The investors do not have expertise in analyzing where to invest so that returns may 
be maximized and they rely on the skills of AMC professionals. This study is of value 
due to the fact that fund managers should exercise the best of their selectivity skills so 
that superior returns may be passed on to the investors. The study will give an insight 
into how the fund managers plan for the investments in mutual funds. 
 Increase in domestic savings and growth in the Indian capital market has fueled the 
economy in such a manner that growth and development of mutual funds has been 
tremendous which emphasizes on close monitoring and evaluation of risk-return 
relationship w.r.t various mutual funds. 
 Various corporates are currently investing in the mutual funds which are being run by 
some big asset management companies leading to a lot of potential in this area and 
also creating lot of uncaptured market hence the present study will focus on finding 
out the best being offered in this industry. 
 
1.8 Limitations 
 Scope of the study is limited to 60 mutual funds so that funds in various categories 
can be studied 
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 The information collected from secondary data is authentic to the extent of the 
validity of the source though care has been taken to use the data from authentic 
sources. 
Chapter: 2
Review of
Literature
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2.1 Review of Previous Studies 
A large number of studies on the growth and financial performance of mutual funds have 
been carried out during the past, in the developed and developing countries. Brief reviews of 
the following research works reveal the wealth of contributions towards the performance 
evaluation of mutual fund, market timing and stock selection abilities of fund managers. The 
pioneering work on the mutual funds in U.S.A. was done by Friend, et al., (1962) in Wharton 
School of Finance and Commerce for the period 1953 to 1958. 
 
2.1.1 Literature Survey w.r.t Competition and Performance of Mutual Funds 
 
  Irwin, Brown, FE (1965) analyzed issues relating to investment policy,  portfolio 
turnover rate, performance of mutual funds and its impact on the stock markets. The 
schoolwork identified that mutual funds had a significant impact on the price movement in 
the stock market. The cram concludes that, on an average, funds did not perform better than 
the composite markets and there was no persistent relationship between portfolio turnover 
and fund performance. 
  Smith, Tito (1969) examined the inter-relationships between the three widely used 
composite measures of investment performance and suggested a fourth alternative, 
identifying some aspects of differentiation in the process. While ranking the funds on the 
basis of ex-post performance, alternative measures produced little differences. However, 
conclusions differed widely when performance were compared with the market. In view of 
this, they suggested modified Jensen’s measure based on estimating equation and slope 
coefficient. 
  Meyer’s (1977) findings based on stochastic dominance model revalidated Sharpe’s 
findings with the caution that it was relevant for mutual funds in the designated past rather 
than for the future period. 
  Klemosky (1977) examined performance consistency of 158 fund managers for the period 
1968-75. The ranking of performance showed better consistency between four-year periods 
and relatively lower consistency between adjacent two-year periods. 
CHAPTER: 2   LITERATURE REVIEW 
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  Scholes, Willliams (1977) point out that when estimating the parameters of a factor model 
of daily stock returns, infrequent trading can result in biased estimates of variance, serial 
correlation, and contemporaneous correlation between assets. This holds for portfolios of 
infrequently traded assets as well, since the variance of a portfolio is largely determined by 
the average covariance of the individual assets in the portfolio. 
   Charnes, Cooper, Rhodes (1978) propose a measure of efficiency which is essentially 
defined as a ratio of a weighted sum of outputs to a weighted sum of inputs. In a sense, the 
weighted sums allow to reduce the multiple input-multiple output situations to a single 
"virtual" input-output case; the efficiency measure is then taken as the ratio of the virtual 
output to the virtual input. Of course, the higher the efficiency ratio is, the more efficient the 
unit is. 
  Cornell (1979) was among the first to propose using portfolio weights to measure the 
performance of trading strategies. 
  Arnaud (1985) has suggested that there are three basic measurements of the performance 
of investment trust company at three basic levels in terms of capital changes. As per the first 
approach, market value of investments is to be monitored duly adjusted for liabilities. In the 
second approach NAV per unit is measured and it is considered as more acceptable measure 
of mutual fund performance. Third level of measurement is to follow share price movements. 
  Nancy (1985) has stated that study of the past performance is helpful in forecasting. Study 
of the past performance unveils some or all factors that influence the level of financial 
returns. The study of these factors may help in improving the ability and accuracy of 
forecasting future returns. This study is likely to be useful for investors and portfolio 
managers 
    Hansen, Richard (1987) showed more generally, that conditionally mean–variance 
efficient portfolios need not be unconditionally mean– variance efficient. 
  Stopp (1988) had evaluated mutual fund schemes (UK) in terms of rate of return 
generated for the investors for the period ended December 31, 1986. He also examined inter-
group performance by re-grouping the sample into four broad categories. He suggested that 
choosing funds based on outstanding performance might be a recipe for disaster as the 
sectors, which tend to produce the most outstanding performance may also carry the greatest 
risk. 
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  Grinblatt, Sheridan (1989) evaluated performance in terms of gross returns of mutual 
funds. They constructed eight portfolio benchmark based on firm size, dividend yield and 
past returns. One month T-Bills were used as risk-free return. The period of study was 
December 31, 1974 to December 31, 1984. The findings revealed that abnormal performance 
of the funds based on gross returns is inversely related to the size. They pointed out that 
superior performance may exist for funds with smallest size of net assets value. But due to 
high expenses, the investors are unable to take advantage of their superior performance. 
 Ippolito’s (1989) results and conclusions were relevant and consistent with the theory of 
efficiency of informed investors. He estimated that risk-adjusted return for the mutual fund 
industry was greater than zero and attributed positive alpha before load charges and 
identified that fund performance was not related to expenses and turnover as predicted by 
efficiency arguments. 
 Ariff, Johnson (1990) made an important study in Singapore and found that the 
performance of Singapore unit trusts spread around the market performance with 
approximately half of the funds performing below the market and another half performing 
above the market on a risk-adjusted basis.  
  Gorman (1991) found the same results as mentioned by Robert that small mutual funds 
(mostly measured by their net assets) perform in most cases faintly better than large mutual 
funds. Another important basis mentioned by Gorman was that most of the mutual funds 
swiftly wear out the economies of scale, leading to decline in returns. 
  Holthausen (1992) have developed a model based on 60 financial ratios that predicts 
return over 12 months period. The strategy used in the study is to go long position in the 
companies predicted to have positive excess return and go short position in companies 
predicted to have negative return. The study was found particularly useful predictor of stock 
prices and can be useful in fundamental analysis while taking equity investment decisions.  
  Lakonishok et al. (1992) find some persistence of the relative returns of pension funds for 
2–3 year investment horizons. 
  Brown (1995) found out that returns of mutual funds are consecutively correlated over a 
period of time. He also pointed out that past performance of mutual funds is good predictor 
of performance in future of mutual funds.  
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  Malkiel (1995) finds some evidence of performance persistence during the 1970s. 
However, the phenomenon does not continue through the 1980s. This suggests that 
conclusions about the importance of survivorship may be sensitive to the time period studied. 
He provides evidence that using a sample consisting entirely of surviving funds creates an 
upwards-bias in apparent performance. 
  Tesar & Werner (1995) find that the high turnover on foreign equity investments relative 
to turnover on domestic equity markets suggests that transactions costs alone are an unlikely 
explanation for home asset bias. 
  Bookstaber (1997) concludes that markets are not normal and that diversification benefits 
are greatly mitigated when the investor needs them most. 
 Carhart (1997) dismisses the "hot hand" phenomena of Hendricks et al. (1993). He uses a 
sample of all diversified equity funds in existence between 1962- 1993, a sample which is 
free of survivor bias. He finds that the hot hand result is mostly driven by the one-year 
momentum strategy. The fact that some funds by chance happen to have large positions in 
the previous year's winning stocks. Since the momentum strategy is based on past returns and 
replicable by uninformed investors, it should not be counted as a superior portion of 
performance. When he adds a factor representing the momentum strategy, evidence of 
persistently superior performance disappears. However, he finds positive persistence in 
strongly under-performing funds. He suggests three important rules of thumb for mutual fund 
investors: 1) avoid funds with persistently poor performance, 2) funds with high returns last 
year have higher than average expected returns in the next year, but not in years thereafter, 3) 
the investment costs of expense ratios, transactions costs, and load fees all have a direct, 
negative impact on performance. 
  Christopherson et al. (1998) study persistence with conditional models, as described 
below. Similar to the studies of mutual funds, they find some evidence of persistence, but it 
is concentrated in the poorly performing funds. 
   As discussed by Conover, Jensen, & Johnson (1999), an underlying factor that 
significantly influences the benefits of international diversification is the stability of cross-
country correlations over time. The consistency of the co-movements between international 
stock market indexes is examined in several studies. 
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  Becker, Ferson, Myers, Schill (1999) study the equity weights of 93 asset allocation 
mutual funds, and find that variation in the weights has no predictive power for future S&P 
500 returns. 
  Leland (1999) shows that it is important to consider higher moments of the distributions if 
the performance measure is to accurately capture an investor’s utility function. Furthermore, 
if the returns distributions are highly skewed, such as when options may be traded, the 
Sharpe ratio can be misleading. 
  Hallahan (1999) examines the relation between past and future performance for a subset 
of Australian investment funds, namely, roll-over funds. Four categories of funds are 
examined: fixed interest; multi-sector yield; multi-sector balanced; and multi-sector growth. 
This study uses three methodologies to explore the "information content" of fund 
performance history for groups of funds differentiated by investment objective: 1. Regression 
analysis; 2. non-parametric contingency tables; and 3. top and bottom quartile rankings to 
explore the information content of fund performance history for groups of funds classified by 
investment objective. The results of the regression analysis suggest that there is evidence in 
support of persistence in performance for the fixed interest funds, particularly on a risk-
adjusted basis, but more ambiguous evidence in relation to the multi-sector funds. 
  Dimson, Minio-Kozerski (2001) examine the closed-end fund discount and performance 
persistence in the UK. A closed-end fund is a collective investment fund that invests in other 
publicly traded securities. Closed-end funds typically trade at a discount to the underlying 
value of the securities which make up their portfolios. They use a sample of 244 funds for a 
period from 1987 to 1996 and add back 94 funds that disappeared providing a final sample of 
338 funds. They apply Sharpe’s style analysis to measure manager performance after 
adjusting for factor exposure. They find no evidence of performance persistence amongst 
closed-end funds. 
  Heffernan (2001) examines the relative performance of eight categories of UK investment 
trusts comprising 273 trusts for the period 1994-99. Two benchmarks are used - the average 
annual performance of a given fund category and a relevant market index. No relationship 
between fees and performance was evident but there is some ambiguous evidence of 
persistence in performance, particularly for short horizons. 
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  Soucik (2002) stresses that when making conclusions about the performance of managed 
funds, it is critical that the framework in which such performance is measured provides an 
accurate and unbiased environment. He examines various performance metrics in an effort to 
identify (in a consistent setting) the most accurate and least biased methodology. He also 
uses an extensive Australian dataset consisting of monthly returns covering 636 equity funds 
over a fifteen-year period between January 1985 and December 1999. 
  Statman, Meir (2000) emphasizes that, socially responsible investing has to be taken as a 
tool by the corporations. He further identified that, socially responsible stocks out performed 
while socially responsible mutual funds under performed the S & P 500 Index during 1990-
98. 
  Chance, Hemler (2001) use daily data to track the allocation strategies of 30 professional 
fund market timers. They also find significant number of market timers. 
  Cheema, Shah (2006) using annual data conducted another study on mutual funds in 
Pakistan for the period of 1994-2004. They found that the protection of investors (minority) 
was only possible if in general, the institutional investors and mutual funds in particular 
played a important role in corporate governance. 
  Afza, Rauf, (2009) examined the management effectiveness of open-ended mutual funds. 
Their focus was on examining management effectiveness of open-ended mutual fund by 
using several important variables such as turnover load, age, liquidity. 
   Nazir, Nawaz (2010), focus on a very small sample of 13 mutual funds where there is 
family or group ownership, and try to identify important factors that determine the growth of 
the industry. They find that asset size does have a positive impact on performance, as do 
management fees. 
  Babbel D. F., Herce M. A. (2011) concludes that, for moderately and highly risk-averse 
investors, SV funds are, under reasonable yield curve assumptions, a major component of an 
optimal portfolio, to the exclusion of money market funds and the near exclusion of 
intermediate-term bonds. While heretofore SV funds have been largely a U.S. phenomenon, 
their popularity in savings plans and their performance over time have strong implications for 
markets overseas. Originally SV assets were sought for defined benefit programs in this 
country, owing in part to the stability of their favorable book value accounting treatment. 
However, they have proven to be quite popular in defined contribution plans. Their stability, 
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predictability, and preservation of principal help to foster consistent savings habits (as 
contract values are preserved and only increase over time), which can add a measure of 
confidence among savers as they prepare for their future needs. 
   Zulfiqar B, Raheman A, Sohail M. K., Nasr M (2011) suggested that Funds that are 
underperforming on consistent basis need to look their investment strategy in detail and must 
review their performance and should make efforts for changing their diversifying and 
investment strategies. 
 
2.1.2 Literature Survey w.r.t Risk Adjusted Returns 
 
  Friend, et al., (1962) made an extensive and systematic study of 152 mutual funds found 
that mutual fund schemes earned an average annual return of 12.4 percent, while their 
composite benchmark earned a return of 12.6 percent. Their alpha was negative with 20 basis 
points. Overall results did not suggest widespread inefficiency in the industry. Comparison of 
fund returns with turnover and expense categories did not reveal a strong relationship. 
  Treynor (1965) used ‘characteristic line’ for relating expected rate of return of a fund to 
the rate of return of a suitable market average. He coined a fund performance measure taking 
investment risk into account. Further, to deal with a portfolio, ‘portfolio-possibility line’ was 
used to relate expected return to the portfolio owner’s risk preference. 
 The most prominent study by Sharpe, William F (1966) developed a composite measure 
of return and risk. He evaluated 34 open-end mutual funds for the period 1944-63. Reward to 
variability ratio for each scheme was significantly less than DJIA and ranged from 0.43 to 
0.78. Expense ratio was inversely related with the fund performance, as correlation 
coefficient was 0.0505. The results depicted that good performance was associated with low 
expense ratio and not with the size. Sample schemes showed consistency in risk measure. 
  Friend, Blume, Crockett (1970) compared the performance of 86 funds with random 
portfolios. The study concluded that, mutual funds performed badly in terms of total risk. 
Funds with higher turnover outperformed the market. The size of the fund did not have any 
impact on their performance. 
  Carlson (1970) examined mutual funds emphasizing the effect of market series (S&P 500, 
NYSE composite, DJIA) during the period 1948-67. All fund groups outperformed DJIA but 
for a few which had gross returns better than that of S&P 500 or NYSE composite. Though 
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there was consistency in risk and return, there was no consistency between risk-adjusted 
performance measures over the time period. Carlson’s analysis of performance exposed 
relationship between cash inflows into funds and not with the size or expense ratio. 
  Arditti (1971) found that Sharpe’s conclusion got altered when annual rate of return was 
introduced as a third dimension. He found that, contrary to Sharpe’s findings the average 
fund performance could no longer be judged inferior to the performance of DJIA. Fund 
managers opted higher risk for better annual returns. 
  Williamson (1972) compared ranks of 180 funds between 1961-65 and 1966-70. There 
was no correlation between the rankings of the two periods. The investment abilities of most 
of the fund managers were identical. He highlighted the growing prominence of volatility in 
the measurement of investment risk. 
  Fama (1972) developed methods to distinguish observed return due to the ability to pick 
up the best securities at a given level of risk from that of predictions of price movements in 
the market. He introduced a multi-period model allowing evaluation on a period-by-period 
and on a cumulative basis. He branded that, return on a portfolio constitutes of return for 
security selection and return for bearing risk. His contributions combined the concepts from 
modern theories of portfolio selection and capital market equilibrium with more traditional 
concepts of good portfolio management. 
  Klemosky (1973) analyzed investment performance of 40 funds based on quarterly returns 
during the period 1966-71. He acknowledged that, biases in Sharpe, Treynor, and Jensen’s 
measures, could be removed by using mean absolute deviation and semi-standard deviation 
as risk surrogates compared to the composite measures derived from the CAPM. 
  Merton (1973) and Long (1974) develop models where investors should not simply hold a 
broad market index and cash, but should also invest in “hedge portfolios” for other 
economically relevant risks, like interest rate changes and commodity price inflation. Some 
investors may care more about inflation or interest rate changes than others, so they should 
adjust their portfolios in different ways to address these concerns. For example, an older 
investor whose anticipated lifetime of labor income is relatively short, and who is concerned 
about future cost-of-living risks, may want a portfolio that will pay out better if inflation 
accelerates in the future. 
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  McDonald, John (1974) examined 123 mutual funds and identified the existence of 
positive relationship between objectives and risk. The study identified the existence of 
positive relationship between return and risk. The relationship between objective and risk-
adjusted performance indicated that, more aggressive funds experienced better results. 
  Gupta (1974) evaluated the performance of mutual fund industry for the period 1962-71 
using Sharpe, Treynor, and Jensen models. All the funds covered under the study 
outperformed the market irrespective of the choice of market index. The results indicated that 
all the three models provided identical results. All the mutual fund subgroups outperformed 
the market using DJIA while income and balanced groups under performed S&P 500. Return 
per unit of risk varied with the level of volatility assumed and he concluded that, funds with 
higher volatility exhibited superior performance. 
  James R.F. Guy (1978) evaluated the risk adjusted performance of UK investment trusts 
through the application of share and Jensen measures. The study concludes that no trust had 
exhibited superior performance compared to the London Stock Exchange Index. 
   Mayers, Rice (1979) study the question of whether a manager who knows more than “the 
market” as a whole would deliver a positive Jensen’s alpha. They make the assumption that 
the manager with superior information has a small enough amount of capital that will have 
no effect on market prices. Thus, the information reflected in the market as a whole does not 
include the superior information. 
    Verrecchia (1980) showed that a positive alpha could be expected in the model of 
Mayers and Rice, if the fund manager maximized a utility function with constant relative or 
absolute risk aversion, but he also presented an example where a manager with a quadratic 
utility function would not deliver a positive alpha. A manager with quadratic utility will 
optimally choose a mean–variance efficient strategy, conditional on his information. 
   Copeland, Mayers (1982) apply this methodology to evaluate the Value Line Investment 
Survey over the period 1965–1978. They construct five stock portfolios based upon the 
survey’s ranks of individual stocks, and find negative abnormal returns for the bottom 
quintile portfolio over the 26-weeks following the publication of the survey. This is 
consistent with the idea that the stocks assigned the lowest ranking correspond to negative 
private information by Value Line publishers. 
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  Chang, Lewellen (1984) estimate the Henriksson and Merton (1981) market-timing model 
for a sample of 67 mutual funds over the period 1971–1979. They find little evidence of 
timing ability and, if anything, funds display greater portfolio betas in down markets than in 
up markets. 
  Amaud (1985) benchmark comparison is 3rd level of performance which indicates how 
well or worse the managed portfolio has performed. 
   Dybvig, Ross (1985) assumed that the informed manager uses his information to form a 
mean–variance efficient portfolio (conditionally efficient), and showed that when his returns 
are viewed by an investor without the information, they would not generally appear to be 
efficient (unconditionally mean–variance inefficient). 
   Admati et al. (1986) formalize the model, showing how it can be derived from a timer’s 
optimal portfolio weight, assuming normal distributions and managers with exponential 
utility functions. They show that the timing coefficient Λp is proportional to the product of 
the manager’s risk tolerance and the precision of the signal about the future market returns. 
Admati et al. (1986) show how to separate the effects of risk aversion and signal quality by 
estimating regression together with a regression for the squared residuals of, on the market 
excess return. 
  Haslem (1988) evaluated fund performance by comparing the fund return with the return 
on market portfolio with the comparable risk. The fund's systemic risk, beta co-efficient is 
used to compare portfolio risk relative to the market risk. 'Beta' is a measure of risk of the 
fund's portfolio relative to the risk of the market portfolio. 
  Robert (1988) studied that the effect of size of the mutual fund on its total return can be 
measured by using the casual relationship of fund’s net assets and return. He also concluded 
that in US small mutual funds are doing better than big mutual funds. He gave the reason 
behind smaller size leading to more effectiveness of mutual funds as that they have 
significant positive risk. Moreover other researchers also shown that more the smaller size of 
the fund, the more it will have high operating effectiveness. 
  Ip.Y.K. , Ho.Y.K. (1989) examined the performance of mutual funds in the Asia- Pacific 
markets and reported that many of the funds performed worse than a random portfolio on 
risk-adjusted basis. The study also found that the mutual funds did particularly poorly in 
diversification, thereby, bearing very high proportion of market risk.  
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  Cochran (1993) have examined 'predictability' of stock returns. They suggested that stock 
returns are predictable. The degree of predictability increases as the time horizon lengthens. 
The author has examined the predictability of stock returns using international stock market 
data from 18 countries. Their results show that dividend yield can predict stock returns and 
the level of predictability increase as the return horizon increase from one month to 48 
months. 
 Cole, IP (1993) investigated the performance of Australian equity trusts. They found 
evidence that portfolio managers were unable to earn overall positive excess risk-adjusted 
returns. 
  Hendricks et al. (1993) look at no-load (i.e no entry fee) growth-oriented mutual funds 
from 1974-1988. The data consists of quarterly returns (net of management fees) for a total 
sample of 165 funds. They transform all returns into excess returns by subtracting the one-
month US Treasury bill rate. They find stronger evidence that funds that do well in the past 
do well in the short-term future. In their study, funds in the top octile (one eighth) of past 
performers over the previous year (as measured with raw returns), outperformed the lowest 
octile of past performers in the following year. They also report theoretical profits from a 
strategy of buying past winners as well as selling past losers. However, information about 
performance beyond the previous four quarters does not seem to predict future performance. 
They report positive persistence for four quarters and then a reversal. Therefore, they call 
their findings a "hot hand" phenomenon. 
  Radcliff (1994) had concluded in his work that to receive greater average yearly returns, 
the investors must accept greater variability in returns; they should have higher risk tolerance 
level. 
  McLoed, Mathotra (1994) analyzed the mutual fund expense specifically 12B-1and their 
research proved that these expenses are represented by fund managers as returns. To 
compliment the research of McLoed and Mathotra, Korkeamaki and Smythe in 2004 
examined in detail this relationship and provided a different school of thought that investors 
were not compensated for paying higher expenses for higher risk adjusted returns. 
  Fortin Rich and Michelson Stuart (1995) studied 1,326 load funds and 1,161 no load 
funds and identified that, no-load funds had lower expense ratio and so was suitable for six 
years and load funds had higher expense ratio and so had fifteen years of average holding 
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period. No-load funds offered superior results in nineteen out of twenty-four schemes. He 
concluded that, a mutual fund investor had to remain invested in a particular fund for very 
long periods to recover the initial front-end charge and achieve investment results similar to 
that of no-load funds. 
  Baur, Sundaram and Smith (1995) outlined the pricing fundamentals of open-end and 
close-end funds, and described the transaction cost of buying and selling funds. The U.S.A.’s 
experience of mutual funds described how these institutions could change a country’s capital 
market and individual investment patterns. The study disclosed that the continuous 
redemption privilege of open-end funds had vulnerable consequences in the pricing of each 
type of fund, the assets held by each type of fund and the manner in which the transaction 
and management fees were collected. 
  Fletcher (1995) examines the selectivity and timing abilities of 120 UK trusts with 
Growth, General or Income Objectives as detailed in the Unit Trust Year Book for 1980. He 
applies a variety of indices and methods including Chen and Stockum and Hendriksson and 
Merton’s measures of timing ability. He reports that the selectivity skills on average are 
positive but the timing performance is negative in his sample period from 1980 to 1989. He 
does not examine performance persistence in this paper but subsequently in Fletcher (1997), 
he investigates a sample of 101 UK unit trusts with the same objectives as in the previous 
study. He considers five portfolios based on a ranking of five-year risk-adjusted performance 
windows. He then repeats this examining a two-year performance window. Survivorship bias 
was partly allowed for by the continuation of funds through name changes or changes in 
management groups, though mergers are treated as terminations. Fletcher does not report any 
evidence of persistence of performance. 
  Khan, Rudd (1995) use a sample of 300 equity and fixed-income mutual funds with in 
sample periods running from 1983-1987 for equity funds and 1986-90 for fixed income 
funds. They then test performance persistence in 1988-93 for equity funds and 1990 to 1993 
for fixed income funds. They use a variety of performance metrics based on 'alphas' (i.e. risk 
adjusted returns) plus style analysis. Their persistence analysis is based on contingency table 
analysis. They do not find any equity fund performance persistence but did find fixed income 
fund performance persistence even after controlling for fund style and management fees. 
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  Conrad S Ciccotello and C Terry Grant’s (1996) study identified a negative correlation 
between asset size of the fund and the expense ratio. The results of the study brought out that, 
larger funds had lower expense ratios due to economies of scale. Equity funds had spent 
heavily to acquire information for trading decision and were consistent with the theory of 
information pricing. The high beta, high expenses and high turnover in the aggressive growth 
group than in long-term growth funds and income funds suggested higher costs being 
associated with obtaining and using corporate information in emerging and volatile market. 
  Graham, Harvey (1996) study 237 investment newsletters, and find that their suggested 
allocations between equity and cash have no predictive power for future market returns 
 Carhart (1997) investigated in detail the relationship between fund turnover and funds 
returns and found out a negative relationship between them. 
  Elton, Gruber, Blake (1996) use a sample free of survivor bias consisting of all 'common 
stock' funds with $15 million plus of net assets, from 1997 to 1993, a total of 188 funds. 
They used a benchmark which captures the influence of four factors, the S&P 500 index to 
represent the market, a size factor, a growth factor, and a bond index factor. They estimate 
excess performance for each fund ('alphas'). Funds are ranked and placed in portfolios based 
on deciles of performance. They then rank subsequent performance for each portfolio. They 
find that ranking using one year's past data gives greater persistence prediction than ranking 
using three year's data if performance is being predicted over a one-year period. Raw returns 
give greater persistence prediction than risk-adjusted returns. They conclude in favour of the 
existence of performance persistence in the short run and in the long run. However, 3-year 
past returns are better than one-year's data in predicting returns over the next three years 
when ranking is done on a risk-adjusted basis. They suggest there is more to persistence of 
performance than the 'hot hands' phenomenon. They suggest that the very poor performance 
of the lowest decile is largely accounted for by the fact that it contains the majority of funds 
with very high expenses. 
  Brown, Draper, McKenzie (1997) analyse UK pension fund performance using data from 
the World Market Company. They examine risk-adjusted returns using the market model, 
over the period 1986-1992 in a sample of 409 funds. Applying one-year windows and 
contingency table analysis of performance persistence across quartiles of the sample they 
report some limited evidence of persistence. Their sample is not adjusted for survivor bias 
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but their simulations and analysis of its likely impact suggest that it would not be likely to 
affect their results. 
  Hudson (1997) 'Wherever performance evaluation is implemented, there will always be 
two key ingredients (a) a measure of return and (b) a measure of risk, over a given time 
horizon. Proper evaluation and comparison is possible only if the reporting standard is of 
high quality and there are well based standards for calculating NAVs. 
 Allen, Tan (1998) studied for U.K and found that both raw returns and riskadjusted returns 
exhibited strong evidence of persistence in the long run but this evidence appears to reverse 
in the short run. 
  Lunde, Blake, Timmerman (1998) use risk-adjusted returns to create portfolios of returns 
over three year periods using a large data-set of 2,300 UK unit trusts obtained from Micropal 
data. They construct performance measures based on bid prices and net income without any 
adjustment for expenses. Their analysis is based on inter-quartile fund performance over 
three year periods. Repeated analysis of inter-quartile performance reveals whether the 
members of the top quartile remain in that quartile and so on, as applied in the cases of 
members of the other three quartiles. Evidence of performance persistence would be revealed 
via inter-quartile transition probabilities in excess of 0.25; which is a probability equivalent 
to pure chance and consistent with no performance persistence. They report transitional 
probabilities for the top and bottom quartiles of 0.355 and 0.332, figures which are consistent 
with the existence of performance persistence. 
  Dellva, Wilfred L and Olson, Gerard T (1998) studied 568 mutual funds without 
survivorship bias. The results indicate that, informational competency of funds increased the 
efficiency, reduced expenses and provided for higher risk-adjusted returns. Redemption fees 
had positive and significant impact on expenses. International funds had higher expense 
ratios. 
  Detzel, et al. (1998) developed a return-generating model that directly relates returns to 
the characteristics of mutual funds to explain the persistence of returns over time. 
  Khorana, Ajay, Nelling, Edward (1998) using multinomial probit model identified that, 
funds with higher ratings had higher risk adjusted performance, lower systematic risk, greater 
degree of diversification, larger asset base, lower portfolio turnover, managers with longer 
tenures, lower front load and expense ratios. Persistence in fund performance was statistically 
                                                                                                                                     
     23
significant during short time horizons. Morningstar’s mutual fund ratings were based on 
historic risk and reward. The ratings provided useful information while selecting mutual 
funds. Funds in the top 10 percent of risk-adjusted scores had five star rating; next 22.55 
percent received four star rating; middle 35 percent were assigned three stars, and the last 
two categories represented the next 22.5 percent and 10 percent. High rated funds performed 
substantially better than low rated funds after the issue of ratings. 
 Christopherson, Person, Glassman (1998) employ conditional analysis to study 
performance persistence of pension funds. By conditional they mean the use of time-varying, 
'conditional' alphas and betas instead of the usual 'unconditional' or average ones which are 
assumed constant after being estimated in regression analysis. They argue that institutional 
investment managers are likely to use current information about the state of the economy 
when forming expectations about returns. Their data consist of 273 pension funds from the 
period 1979-1990. They find evidence that the investment performance of the pension 
managers persists over time. In particular, low conditional alpha managers in the past tend to 
be abnormally low-return managers in the future. The conditional variables they uses include 
the lagged one-month T-bill rate, a lagged dividend yield measure based on a value-weighted 
NYSE and AMEX stock index, a lagged measure of the term structure of interest rates, a 
lagged measure of quality spread in the corporate bond market, plus a dummy variable to 
capture the January effect. Their unconditional measure is a standard Jensen alpha regression. 
They measure performance prediction by regressing current alphas (measures of superior 
performance) on past alphas. They also document that conditional measures are more 
informative about future performance than are unconditional measures (i.e. average alphas 
and betas). They report that persistence becomes stronger as the future return horizon 
increases out to three years. 
  Quigley, Sinquefield (1998) use a similar approach by constructing portfolios, ranked by 
deciles, on the basis of relative performance in a given year. They then compare the 
performance of each of these portfolios in the next year. They have a large sample taken 
from the Micropal database of all equity UK unit trusts that were in existence between 1978 
and 1997; a total of 752 funds. They include only those trusts that are classified as having 
objectives of Growth and Income, Growth, Equity income or smaller companies. They 
construct tests of performance persistence both before and after adjusting for risk. The 
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difference between the average of the portfolio’s performance at extremes of the deciles are 
positive over subsequent years but adjustment for transactions costs eliminates any gains. A 
variety of market and factor-based risk adjustments are then applied which wipe out any 
positive gains but lead to the conclusion that only poor performance persists. 
  Zheng (1999) uses a different approach tracking the flow of investor's funds into mutual 
funds to examine whether investors can successfully discriminate between the relative 
performances of funds. He examines two basic issues. The first issue is whether investors are 
smart before the event? Do they move their investment money into funds which will perform 
better? The second issue is whether there is information in tracking this flow of funds and the 
issue of whether it can be used to make abnormal returns? His sample is made up of a 
comprehensive data set of open-end mutual fund data running from 1961-1993 including 
defunct funds. This includes both load and no-load (entry fee and no entry fee) funds. On 
average he has a sample of 478 funds in existence each month with a minimum of 281 funds 
and a maximum of 1,196 funds. He concludes that aggregate newly invested money in equity 
mutual funds is able to forecast short-term future fund performance, in that funds that receive 
more money subsequently perform better than funds which lose money. For the whole 
sample there is no statistical evidence that following the money flows will produce a strategy 
that will beat the market index, but there is evidence for money flows into small funds. 
However, this smart money phenomenon appears to be short-lived in that the performance 
ranking of positive and negative portfolios reverses after 30 months. 
  Sethu(1999) conclude that mutual funds are unable to earn excess returns. 
  Fernando, Chitru S et., al. (1999) observed that splitting did not exhibit any superior 
performance nor any change in the risk characteristics of funds but enhance the marketability 
of fund’s shares due to positive response from small investors. 
   Allen and Tan (1999) report some evidence of persistence of performance in a sample of 
131 UK funds for the period 1989-1995. Their study employs a United Kingdom sample data 
set of weekly returns from all equity mutual funds existing each year and available on the 
Datastream database. They analyze the relative performance of the funds and determine 
whether a good past-performance is indicative to any degree of the portfolio’s subsequent 
performance. Unlike previous studies which compare fund performance with a benchmark 
(FTSE 100 or some benchmark index), the study compares the relative performance of the 
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sample funds themselves. They examine the persistence in performance in the short and long 
run based on four major empirical tests. These are contingency table analysis of winners and 
losers and Chi squared tests on these tables, ordinary least squares regression analysis of 
CAPM risk-adjusted excess returns, and Spearman Rank Correlation Coefficient analysis of 
successive period performance rankings. If past performance is a good indicator of future 
performance we would expect superior managers in the first test period to continue to exhibit 
superior performance in the second test period, and so on. Overall we find that both raw and 
risk-adjusted returns exhibit evidence of persistence in the long run but not in the very short 
run. They also explore the relationship between performance and volatility by dividing funds 
into two groups: high and low variance. The performance in both of these groups exhibits 
repeat-winner patterns suggesting that superior performance is not conditioned purely by 
risky investment strategies. 
  Sawicki, Thomson (1999) examine the performance of Australian rating agencies' lists of 
approved funds as opposed to the ones not included on the list (the 'non-gratae') in terms of 
differences in actual subsequent performance. They utilise research company data on the 
performance of 500 managed funds over a six-year period from 1989 to the end of 1994 
along with lists of approved funds each year. They also examine the impact of selecting 
funds on the basis of past performance and did not find significant evidence of performance 
persistence. The ranking was conducted over successive three-year intervals and no 
examination of shorter performance intervals was undertaken. 
  Sawicki, Ong (2000) examine the performance of 97 Australian wholesale funds using 
monthly data over the period 1983-1995. They use a conditional benchmark approach which 
permits time varying measures of risk or 'betas'. Tests using successive three-year periods 
indicate that there is little consistency in performance from period to period. 
   Ferson, Siegel (2001) derive such unconditionally efficient strategies and discuss their 
properties. They suggest that it might be useful to use the optimal unconditional efficient 
strategies, based on readily available public information, as a benchmark for portfolio 
evaluation. 
  Hallahan, Faff (2001) examine persistence and reversals in fund performance in the 
Australian Rollover funds. They also examine whether survivor bias appears to lead to 
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spurious persistence, as argued by Brown et al. (1992) or to apparent induced performance 
reversals or non-persistence, as suggested by Grinblatt and Titman (1992). 
  Tonks (2002) examines the persistence in performance over time of the performance of 
fund managers making decisions in UK pension funds. He uses data from the Combined 
Actuarial Performance Services Ltd consisting of quarterly returns for 2,175 UK pension 
funds from 1983 to 1997. Tonks attempts to control for survivorship bias but concedes that 
look-a-head bias may affect his results, since his estimating procedures require at least 12 
observations. He utilises a 3-factor model to control for risk and contingency table analysis to 
measure performance persistence. Tonks reports significant persistence in the performance of 
fund managers over one-year horizons and some evidence of persistence over other time 
intervals. Note that the results are not adjusted for fund management costs. 
  Soderlind et al. (2000); Korkeamaki and Smythe, (2004) after the dawn of mutual funds 
both in developed and under developed countries, there are number of researchers who have 
experimentally studied between the connection of open ended funds performance with its 
characteristics in different point in time especially in developed countries. Soderlind et al. 
(2000) also found that better performance is achieved by smaller mutual funds having less 
equity. 
  Bollen, Busse (2001) point out that statistical tests used in previous studies are weak as 
they are based on monthly data. Using daily data, they find evidence of market timing ability 
in a significant number of funds in their sample.  
   H. Wolasmal (2001) tested 80 European mutual funds and used JP Morgan Global bond 
index as risk free rate. He tested these 80 funds with the performance measures like as 
Sharpe, Treynor and Jensen and ranked them to find top 20 performers from each measure. 
He found that there is no identity and none of the funds have a fully diversified portfolio as 
they have still some degree of unsystematic risk. From the top 20 performers, he noticed that 
each funds need to improve this area as they can get rid of this risk by the complete 
diversification. 
  Del Guercio, Tkac (2002) found that mutual fund investors pay more attention to simple 
measures of relative return than to more complex measures like alpha, in directing their new 
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money flows. If past performance does not actually predict future performance, then it would 
seem that mutual fund investors as a group are behaving strangely. 
  Malkiel (2003) demonstrates empirically that, after costs, passive management 
outperforms active management. In fact, a passive strategy not only minimizes taxes, but also 
minimizes turnover, thereby reducing brokerage costs and the spread between bid and asked 
prices. 
   Narayan (2003) evaluated the performance of Indian mutual funds and reported that these 
funds are satisfying the needs of the investors and meeting the expectations by giving more 
returns; taking into account the systematic risk and total risk as well. 
   Dowen, et al. (2004) studied the returns of equity and fixed income funds including 
descriptive variables of portfolio turnover, expense ratio, tax cost ratio, and potential capital 
gains experience. They found that fund managers with lower costs produce higher returns, 
and also those fund managers with larger past returns have increased potential capital gains 
and more pressure than others. 
  Glenn (2004) proved that open ended funds need more cash as asset then close ended 
funds because they face a possibility of redemption; so it also means that open ended funds 
have less money investments, leading to low returns. 
   Boney et al. (2005) find perverse timing ability in their study of high quality corporate 
bond funds. They observe perverse timing ability between cash and bonds, as well as in bond 
maturities. They conclude that a great deal of perverse market timing ability is driven by the 
subset of funds with the highest expense ratios . 
   Goetzmann et al. (2005) show that by selling put options at fair market prices one can 
generate very high Sharpe ratios without investment skill. They also give an example where a 
manager with forecasting skill can have a low Sharpe ratio. 
  Shah, Hijazi, (2005) evaluated the Performance of open end mutual funds using Sharpe, 
Treynor, and Jensen’s differential Measures. Cheema and Shah (2006) using annual data 
conducted another study on mutual funds in Pakistan for the period of 1994-2004. They 
found that the protection of investors (minority) was only possible if in general, the 
institutional investors and mutual funds in particular played a important role in corporate 
governance. 
                                                                                                                                     
     28
  Droms, Walker (2006) by using time series regression model found out that there is no 
performance difference between load and no load funds when their relationship is tested with 
unadjusted and risk adjusted returns. 
  George J. J., Tong Y., Tong Y. (2006) suggest that mutual fund managers do not exploit 
the predictability of market returns documented in the economics and finance literature. Fund 
managers not only adjust the market exposure of fund portfolios in response to 
macroeconomic conditions, but also use private information to time the market. Active 
market timers tend to have high industry concentration in their portfolios and, to a lesser 
extent, large fund size and an investment style tilting toward small-cap stocks. 
 
2.1.3 Literature Survey w.r.t Selectivity and Market Timing Skills of Fund Managers 
 
  Treynor, Mazuy (1966) evaluated the performance of 57 fund managers in terms of their 
market timing abilities and found that, fund managers had not successfully outguessed the 
market. The results suggested that, investors were completely dependent on fluctuations in 
the market. Improvement in the rates of return was due to the fund managers’ ability to 
identify under-priced industries and companies. The study adopted Treynor’s (1965) 
methodology for reviewing the performance of mutual funds. 
  Jensen (1968) developed a composite portfolio evaluation technique concerning risk-
adjusted returns. He evaluated the ability of 115 fund managers in selecting securities during 
the period 1945-66. Analysis of net returns indicated that, 39 funds had above average 
returns, while 76 funds yielded abnormally poor returns. Using gross returns, 48 funds 
showed above average results and 67 funds below average results. Jensen concluded that, 
there was very little evidence that funds were able to perform significantly better than 
expected as fund managers were not able to forecast securities price movements. 
  Bird, Chin, Macrae (1983) examine the investment performance of Australian 
superannuation funds and their managers over a period from 1971 to 1981. They examine the 
Sharpe, Treynor and Jensen indices as potential benchmarks. They conclude that the three 
different metrics do not lead to differences between the funds and managers in their study. 
The process of adjusting for risk does not alter the perceived performance of funds and 
managers in the first half of the study but does make a difference to the relative rankings in 
the second half. They find no evidence that managers perform consistently over time. 
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  Kon, S.F., (1983), in his paper evaluated performance in terms of selectivity & timing 
parameters over a period, January 1960 to June 1976. The sample was 37 funds. The study 
concluded that individually few funds have shown positive selectivity & timing skills but 
collectively mutual funds failed to perform satisfactorily. 
  Ferson, Schadt (1996) state that standard measures of performance designated to detect 
security selectivity and market timing ability suffer from a number of biases. Most previous 
work employs traditional performance measures that use unconditional expected returns as a 
baseline. However, if expected returns and risks vary over time such an unconditional 
approach is not desirable. Common time variations in returns and risk premia will be 
confused with average performance. 
  Grubber (1996) attempted to study the puzzle relating to the fast growth of mutual funds 
inspite of inferior performance of actively managed portfolios. The study revealed that, 
mutual funds had negative performance compared to the market and provided evidence of 
persistence of under performance. Sophisticated clientele withdrew money from mutual 
funds during the period of poor performance, where as mutual funds found money from 
disadvantaged clientele leading to the faster growth of funds. 
  Daniel (1997) has concluded that the 'persistence in mutual funds performance' is due to 
the use of simple momentum strategies by the fund managers rather than due to certain fund 
managers having 'hot hand' that allow them to pick winning stocks. Results show that 
particularly aggressive growth funds exhibit some "selectivity" ability but no "timing 
ability.” 
  Chevalier , Ellison (1999) assess the extent to which these dissimilarities may be due to 
variations in the ability, knowledge or effort of the managers that are in charge of these 
funds. Three variables were assessed: the manager’s age, the quality of the undergraduate 
institution attended and whether the manager has an MBA. Chevalier and Ellison report that 
managers that attended more ‘selective’ undergraduate institutions tend to outperform their 
counterparts. These results could suggest that there are direct benefits in terms of returns 
from having a manager with a “better” education. There was also an (inverse albeit weak) 
relationship between mutual fund performance and age. 
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  Lee (1999) also observes perverse timing ability based on the quadratic model of Treynor 
and Mazuy. However, this evidence is eliminated when the conditional version of the same 
model is applied. Similar results are obtained by Sawicki and Ong (2000). 
  Edelen (1999) points out, the level of an open-ended mutual fund’s cash holdings is not 
entirely under the control of the fund manager. Inflows and outflows initiated by fund 
investors also contribute to variation in cash; at least to the extent that there is some lag 
before the manager can invest new money in stocks or sell stocks to replenish cash balances. 
Second, and probably more importantly, many fund companies prohibit their managers from 
holding more cash than is necessary for fund operations. The motivation is a belief that the 
job of equity mutual funds is to invest in stocks, not to allocate between stocks and cash. 
  Fletcher (1999) examines 85 UK unit trusts with a US investment orientation between 
1985 and 1996 and reports no evidence of performance persistence. Similarly the Wood 
Mackenzie Company (1999) applied a similar technique of estimating inter-quartile 
transition probabilities across five year windows for a sample of UK income and growth 
funds and found no evidence of performance prediction, but did report evidence of the top 
quartiles’ performance persisting in the next year. 
  Goetzmann, Ingersoll, Ivkovich (2000) performed simulations to show that when funds 
engage in daily market timing, the Henriksson-Merton measure based on monthly fund 
returns is biased downward and has low power. 
  Wermers (2000) reports that mutual fund stock selection activities add to fund 
performance, on average, by 1.01% per year before transaction costs. This suggests that 
market timing can be an important investment strategy for mutual funds. 
  Maria D.C.C., Florinda S. (2002) analysed the implications of conditioning information 
variables on a sample of Portuguese stock funds. He identified that unconditional Jensen’s 
alpha ensured superior performance till incorporation of public information variables. Alpha 
was not statistically different from zero while 8 was related to public information variables. 
The literature survey of foreign studies revealed that mutual fund managers were not able to 
offer higher returns due to their inability in stock selection and market timing. For short 
periods fund managers were able to offer superior returns. 
  Prather, Middleton (2002) evaluate the relative performance of mutual funds managed 
by individuals or teams. The authors use monthly continuously compounded risk-adjusted net 
                                                                                                                                     
     31
returns of 162 open-end mutual funds over a 13-year period. The mutual funds are classified 
into eight investment categories based on management style and asset holdings as well as 
rather or not the funds were managed by individuals or teams. The results, however suggest 
that there was no substantial difference in the results of mutual funds managed by a team or 
an individual. 
 Glassman, Riddick (2003), who focus on a sample of US global funds in the late 80s and 
early 90s. These authors examine portfolio composition and returns to distinguish between 
world market timing (movements of funds between all equity markets and cash) and national 
market timing (movements out of one country's equity market into one or more other 
countries' equities). They find no evidence of world timing ability but strong evidence of 
national timing ability. In fact, these authors attribute the scarce evidence of timing ability 
found by other studies to the fact that they do not distinguish between national and world 
timing. 
  Pendaraki, Doumpos, Zopounidis (2003)  stated that the assessment of MF performance 
was realized in terms of the future MF returns compared to ASE General Index used as a 
benchmark in order to distinguish between MF with high and low performance. Of course, 
other classification and performance evaluation schemes are also applicable. The 
development of models such as the ones considered in this study is of major support to MF 
managers and investors. The main use of these models is to support the selection of 
appropriate MFs for investing over a medium-long term period. Furthermore, such models 
can be employed by MF managers to monitor the performance of their MFs and to design 
appropriate strategies that ensure high future performance. 
   Ramasamy et al. (2003) investigated the comparative importance of various factors in the 
selection of mutual funds by financial advisors in Malaysia and concluded that reliable past 
performance of the mutual funds, size of the mutual fund and cost of transaction were the 
only three main important factors manipulating the performance of the fund. 
   Knigge et al. (2004), who analyzed private equities cash flows, observed that, for “later-
stayed buyout” funds, performance is not determined by market timing although it is 
significantly related to the experience of the manager. 
   Otten, Bams (2004) discuss in detail the relative efficiency of the various traditional 
techniques employed in the literature, using survivor bias-free data on US equity funds from 
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1962-2000. They find evidence of the superiority of Carhart's four-factor model in an 
unconditional setting in explaining mutual fund performance. Recent discussions have 
extended to using bootstrap simulation techniques in post-estimation evaluations to ascertain 
whether individual fund managers' skills or luck drive mutual fund performance  
 Berk A. S., Steven N.K. (2005) analysed that funds do not successfully time the 
benchmark by varying their cash holdings. If anything, funds are more likely to increase cash 
or hold high levels of cash before the benchmark goes up, not down. However, consistent 
with timing ability, increases in the benchmark beta of the portfolio are positively associated 
with future benchmark excess returns. The relation is driven by changes in the benchmark 
beta of the equity portion of fund portfolios, rather than changes in portfolio weights on 
equity. 
   Christensen (2005), concludes that Danish funds do not exhibit market timing ability. He 
also observes that the performance of these funds is neutral and that returns are not persistent. 
Christensen analyzes stock-picking ability based on a single-index model and a multi-factor 
model, respectively, and analyzes timing ability based on the quadratic model of Treynor and 
Mazuy (1966) and the approach to options suggested by Merton and Henriksson (1981). The 
persistency of returns is analyzed using parametric and non-parametric techniques. 
  Chen, Liang (2005) analyze market timing ability based on the models developed by 
Treynor and Mazuy, Merton and Henriksson and Busse (1999). Moreover, they develop a 
new model that permits them to test jointly returns timing and volatility timing. This new 
model links fund returns to the squared Sharpe ratio. They find strong evidence for returns 
and volatility timing for a sample of hedge funds. This ability exists chiefly in bear market 
states. Their cross-sectional analysis indicates that timing ability is related to certain fund 
characteristics. 
   Jiang et al. (2005) attribute the scarce timing ability reflected in the financial literature to 
returns-based analyses. In fact, by applying tests based on holdings, these authors find 
significant timing ability. 
  Kosowski, Timmermann, White, Wermers (2005), conducted a study which explicitly 
takes into account the cross-fund correlation and the finite-sample properties of timing 
measures. Consistent with the existing literature, the return-based timing measures indicate 
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that mutual funds overall have slightly negative but statistically insignificant timing 
performance. 
  Sensoy (2005) finds that investors appear to care about performance relative to the 
benchmark – a fund’s benchmark-adjusted return is a significant determinant of its 
subsequent inflow of new investment, even controlling for other  performance measures. 
Fund managers, therefore, should care about beating the benchmark. 
  Sipra (2005) worked on performance of mutual fund in Pakistan for the period of 1995-
2004, and found that approximately 30% of funds beat the market in that period. However, 
composition of the funds that beat the market was not feasible since they kept changing from 
time to time. Therefore, he suggested that there was no special competency required for 
mutual funds to beat the market on consistent basis. Furthermore, the result was consistent 
with the semi strong form of market efficiency. 
  Mukul, Amarendu (2006) suggested that Indian fund managers have to show more 
professionalism in both India’s provident and pension funds. 
  Tamar F., Lawrence A. C. (2006) found that market timing teaches useful lessons 
applicable to mutual fund fiduciaries and other financial sector participants. Market timing 
teaches regulators as well. The key point is that problems of market timing are a function of 
inherent features of the mutual fund as an institution. As a result, problems associated with 
market timing cannot be removed. Neither legislative, administrative, regulatory, 
prosecutorial, organizational, and structural nor market remedies can do so. These formidable 
lessons thus only begin the inquiry. Ultimately, solutions are cultural and systemic, not 
discrete. 
   Cuthbertson K., Nitzsche D., Niall O’Sullivan (2010) analyzed that  a relatively small 
number (around 1%) of UK mutual funds possess significant positive market timing skill, 
while around 19% are shown to mis-time the market. Evidence of positive market timing 
ability using the non-parametric approach is found to be less frequent than for regression 
based approaches – this may be as noted above, because the latter incorporates both the 
quality of the signal and the aggressiveness of the manager’s response to timing signals. 
  Moore W (2010) concluded that mutual fund managers do not seem to have any superior 
informational advantage that would allow them to select better performing shares. Instead, 
most of the variation in mutual fund returns can be explained by investing in “hot” stocks, 
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large cap shares and firms with relatively high book-to-market equity valuations. There was, 
however, some evidence of market timing both at an aggregate industry level and for 
individual mutual funds. Indeed, 6 out of the 11 funds considered tended to shift their 
portfolios to hold more equity when there were large upswings in the market. 
 
2.2 Review of Indian Studies 
 
The following is a brief account of research articles published in books, financial dailies, 
magazines and research journals by academicians, professionals and journalists explaining 
the concepts of mutual funds, its importance, features, schemes, investment pattern, method 
of reading a mutual fund prospectus, how to choose a scheme and significance of IMFI in the 
economic development of India. Gupta L C, Peeyush Ranjan Agarwal, Srivastava S K were a 
few academicians and professionals who have studied the need for radical changes in the 
Indian financial system, emergence of mutual fund operations in India, regulatory framework 
and the impact of taxation on mutual fund performance. Verma’s book on mutual funds 
covers the conceptual and regulatory framework of the mutual funds in India with guidelines 
for mutual fund selection. A brief account of the research works of Indian academicians are 
as follows: 
2.2.1 Literature Survey w.r.t Competition and Performance of Mutual Funds 
 
  Haslem (1988) the past performance is the most important aspect for the mutual fund 
because it is basis to estimate how well the fund would perform in future. 
  Bansal L.K. (1991) identified that mutual fund like other financial institutions is a 
potential intermediary between the prospective investor and the capital market. Mutual fund, 
as an investment agency was preferred since 1985-86 due to the benefits of liquidity, safety 
and reasonable appreciation assured by the industry. The schemes with assured returns 
showed tremendous progress. Majority of the funds floated by commercial banks gave an 
impression that the responsibility of funds laid with the respective banks and their investment 
was secured. 
  Batra, Bhatia (1992) appreciated the performance of various funds in terms of return and 
funds mobilized. UTI, LIC and SBI Mutual Fund are in the capital market for many years 
declaring dividends ranging from 11 percent to 16 percent. The performance of Canbank 
                                                                                                                                     
     35
Mutual Fund, Indian Bank Mutual Fund and PNB Mutual Fund were highly commendable. 
The performance of many schemes was equally good compared to industrial securities. 
  Gupta L.C. (1992) attempted a household survey of investors with the objective of 
identifying investors’ preferences for mutual funds so as to help policy makers and mutual 
funds in designing mutual fund products and in shaping the mutual fund industry. 
  Gangadhar V. (1992) identified mutual funds as the prime vehicle for mobilization of 
household sectors’ savings as it ensures the triple benefits of steady return, capital 
appreciation and low risk. He identified that open-end funds were very popular in India due 
to its size, economies of operations and for its liquidity. Investors opted for mutual funds 
with the expectation of higher return for a given risk, greater convenience and liquidity. 
  Lal C.,Sharma S. (1992) identified that, the household sector’s share in the Indian 
domestic savings increased from 73.6 percent in 1950-51 to 83.6 percent in 1988-89. The 
share of financial assets increased from 56 percent in 1970-71 to over 60 percent in 1989-90 
bringing out a tremendous impact on all the constituents of the financial market. 
  Sahu R.K. (1992) identified mutual funds as a suitable investment vehicle to strengthen 
capital market, as the total assets were around Rs.30,000 crores while the total resources in 
equity was less than 15 percent of market capitalization. 
  Anagol (1992) identified the urgent need for a comprehensive self regulatory regime for 
mutual funds in India, in the context of divergence in its size, constitution, regulation among 
funds and sweeping deregulation and liberalization in the financial sector. 
  Shashikant U. (1993) critically examined the rationale and relevance of mutual fund 
operations in Indian Money Markets. She pointed out that money market mutual funds with 
low-risk and low return offered conservative investors a reliable investment avenue for short-
term investment. 
  Ansari (1993) stressed the need for mutual funds to bring in innovative schemes suitable 
to the varied needs of the small savers in order to become predominant financial service 
institution in the country. 
  Sahu R.K., Panda J (1993) identified that, the savings of the Indian public in mutual 
funds was 5 to 6 percent of total financial savings, 11 to 12 percent of bank deposits and less 
than 15 percent of equity market capitalization. The study suggested that, mutual funds 
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should develop suitable strategies keeping in view the savings potentials, growth prospects of 
investment outlets, national policies and priorities. 
  Vaid, Seema’s (1994) study revealed that the industry showed a continuous growth in 
savings mobilization and the number of unit holders during the period 1987 to 1992. 58.40 
percent of resources mobilized by the industry were through income schemes. UTI accounted 
for 83.90 percent of industry mobilization. Pure growth schemes displayed a sound 
investment pattern with 81.80 percent of portfolios in equity scrips and had identified that 
semi-urban and rural areas were not adequately tapped by the mutual funds inspite of 
satisfactory returns. Offshore funds showed best performance during 1985-86. 
  Sahadevan S. Thiripalraju M (1997) stated that, mutual funds provided opportunity for 
the middle and lower income groups to acquire shares. The savings of household sector 
constituted more than 75 percent of the GDS along with a shift in the preference from 
physical assets to financial assets and also identified that, savings pattern of households 
shifted from bank deposits to shares, debentures, and mutual funds. 
  Kumar V K (1999) analysed the roles, products and the problems faced by the IMFI. He 
suggested the turnaround strategies of awareness programs, transparency of information, 
distinct marketing and distribution systems to rebuild confidence. 
  Gupta Amitabh (2000) identified that the IMFI had come a long way since its inception 
in 1964. The transformation in the previous decade was the outcome of policy initiatives 
taken by the Government of India to break the monolithic structure of the industry in 1987 by 
permitting public sector banks and insurance sectors to enter the market. 
  Agrawal, Ashok M. (2000) opined that mutual funds had made a remarkable progress 
during 1987-95. The cumulative investible funds of the mutual funds industry recorded a 
skyrocketing growth since 1987 and reached Rs.8,059 crores by December 31, 1995 from 
Rs.4,564 crores during 1986-87. 
  Vijay M.A. (2000) focused on to understand the position of the schemes of birla sunlife 
and the competitors schemes available in the market. The study did Analysis of Performance 
of Equity fund for 3 years and SWOT Analysis of Birla Sunlife by Literature survey, Delphi 
technique, in depth financial review to identify among the selected equity funds that earns 
higher returns than benchmark and competitors and concluded that Birla Sunlife performs 
well compared to the benchmarks and competitors. 
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  Singh, Meera (2001) in their book presented a framework for conducting critical appraisal 
of mutual fund performance in the Indian context reviewed the performance of unit Trust of 
India (UTI), Private and money market mutual funds.  
  Bansal M. (2003) survey of 2,819 respondents revealed that, the percentage of investors 
holding only UTI schemes reduced. The unit holders’ loyalty seemed to have become a myth 
as investors were looking for performance. Unit-holders spread their holdings over two or 
more funds with an urge to diversify increasing competitive mutual fund environment. 
  Fernandez K. (2003), evaluated index fund implementation in India. In this paper, 
tracking errors of index funds in India is measured. The consistency and the level of tracking 
errors obtained by some well-run index funds suggest that it is possible to attain low levels of 
tracking error under Indian conditions. At the same time, there seem to be periods when 
certain index funds appear to depart from the indexation discipline. 
  Singh, Jaspal, Chander S. (2003) identified that past record and growth prospects 
influenced the choice of scheme. Investors in mutual funds expected repurchase facility, 
prompt service and adequate information. Return, portfolio selection and NAV were 
important criteria’s for mutual fund appraisal. The ANOVA results indicated that, 
occupational status; age had insignificant influence on the choice of scheme. Salaried and 
retired categories had priority for past record and safety in their mutual fund investment 
decisions. 
   Nithya R. (2004) analysed the performance of all the schemes available in the Franklin 
Templeton Mutual funds and Emphasize the values of mutual funds to the target people by 
identifying Asset Management Company that is performing well and identifying the top 
schemes in the category such as equity, balanced, Monthly Income Plan(MIP) & Income in 
the AMC. The AMC chosen was Franklin Templeton Mutual funds and it performed well 
and met the expectations. 
  Sondhi H.J., Jain P.K. (2005) examined 17 public and 19 private sector mutual fund 
equity schemes. The mean and median returns for the aggregate period (1993-2002) were 
lower than the returns on 364 days treasury bills, and higher than the BSE 100 index. 
Alliance Equity fund was the top performer and Canbonus and LIC Dhanvikas(I) were the 
worst performers. They hypothesized that majority of the sample schemes earned returns 
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better than the market. Private equity schemes had superior performance due to its 
popularity; fund management 
practices, well-researched stock selection and timing skills. More than three-fourth of public 
sector schemes were unable to achieve better returns in spite of higher investor confidence 
associated with high safety. The funds did not show consistency in performance. 
  Zakri Y. B. (2005) matched a sample of socially responsible stock mutual funds with 
randomly selected conventional funds of similar net assets to investigate differences in 
characteristics of assets held, degree of portfolio diversification and variable effects of 
diversification on investment performance. The study found that socially responsible funds 
do not differ significantly from conventional funds in terms of any of these attributes. 
Moreover, the effects of diversification on investment performance are not different between 
the two groups. 
  Singh J., Chander S. (2006) show that the investors consider gold to be the most 
preferred form of investment, followed by NSC and Post Office schemes. Hence, the basic 
psyche of an Indian investor, who still prefers to keep his savings in the form of yellow 
metal, is indicated. Investors belonging to the salaried category, and in the age group of 20-
35, years showed inclination towards close-ended growth (equity-oriented) schemes over the 
other scheme type. 
  Agrawal D. (2007) provided an overview of mutual fund activity in emerging markets ,to 
Describe their size, asset allocation , to analyze the Indian Mutual Fund Industry pricing 
mechanism with empirical studies on its valuation ,to analyzes data at both the fund-manager 
and fund-investor levels . The study reveled that the performance is affected saving and 
investment habits of the people at the second side the confidence and loyalty of the fund 
Manager and rewards affects the performance of the MF industry in India. 
2.2.2 Literature Survey w.r.t Risk Adjusted Returns 
 
  Gupta R. (1989) evaluated fund performance in India comparing the returns earned by 
schemes of similar risk and similar constraints. An explicit risk-return relationship was 
developed to make comparison across funds with different risk levels. His study decomposed 
total return into return from investors risk, return from managers’ risk and target risk. Mutual 
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fund return due to selectivity was decomposed into return due to selection of securities and 
timing of investment in a particular class of securities. 
  Vidhyashankar S. (1990) identified a shift from bank or company deposits to mutual 
funds due to its superiority by way of ensuring a healthy and orderly development of capital 
market with adequate investor protection through SEBI interference. The study identified that 
mutual funds in the Indian capital market have a bright future as one of the predominant 
instruments of savings by the end of the century. 
  Sarkar A.K. (1991) critically examined mutual fund evaluation methodology and pointed 
out that Sharpe and Treynor performance measures ranked mutual funds alike inspite of their 
differences in terms of risk. The Sharpe and Treynor index could be used to rank 
performance of portfolios with different risk levels. 
  The study by Shome (1994) based on growth schemes examined the performance of the 
mutual fund industry between April 1993 to March 1994 with BSE SENSEX as market 
surrogate. The study revealed that, in the case of 10 schemes, the average rate of return on 
mutual funds were marginally lower than the market return while the standard deviation was 
higher than the market. The analysis also provided that, performance of a fund was not 
closely associated with its size. 
  Shah A., Thomas S. (1994) studied the performance of 11 mutual fund schemes on the 
basis of market prices. Weekly returns computed for these schemes since their launch of the 
scheme to April 1994 were evaluated using Jensen and Sharpe measures. They concluded 
that, except UTI UGS 2000, none of the sample schemes earned superior returns than the 
market due to very high risk and inadequate diversification. 
  Kale, Uma (1995) conducted a study on the performance of 77 schemes managed by 8 
mutual funds. The study revealed that, growth schemes yielded 47 percent CAGR, tax-
planning schemes 30 percent CAGR followed by balanced schemes with 28 percent CAGR 
and income schemes with 18 percent CAGR. 
  Sarkar, Mazumdar (1995) evaluated financial performance of five close ended growth 
funds for the period February 1991 to August 1993. Concluded that the performance was 
below average in terms of alpha values all negative and statistically not significant and fund 
possessed high risk. No reference was provided about the timing parameters in their study. 
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  The Delhi-based Value Research India Pvt. Ltd (1996) conducted a survey covering the 
bearish phase of Indian stock markets from 30th June 1994 to 31st December 1995. The 
survey examined 83 mutual fund schemes. The study revealed that, 15 schemes provided 
negative returns, of which, 13 were growth schemes. Returns from income schemes and 
income-cum-growth schemes were more than 20 percent. From the point of risk-adjusted 
monthly returns, of the 53 growth schemes, 28 (52.8 percent) could beat the index even in a 
bear phase. 
  Tripathy, Nalini P. (1996) identified that the Indian capital market expanded 
tremendously as a result of economic reforms, globalization and privatization. Household 
sector accounted for about 80 percent of country’s savings and only about one-third of such 
savings were available for the corporate sector. The study suggested that, mutual funds 
should build investors confidence through schemes meeting the diversified needs of 
investors, speedy disposal of information, improved transparency in operation, better 
customer service and assured benefits of professionalism. 
  Krishnamurthi S (1997) identified mutual funds as an ideal investment vehicle for small 
and medium investors with limited resources, to reap the benefits of investing in blue chip 
shares through firm allotment in primary market, avoid dud shares, access to price sensitive 
information and spread risk along with the benefits of professional fund management. 
  Gupta, Sehgal (1998) evaluated performance of 80 mutual fund schemes over four years 
(1992-96). The study tested the proposition relating to fund diversification, consistency of 
performance, parameter of performance and risk-return relationship. The study noticed the 
existence of inadequate portfolio diversification and consistency in performance among the 
sample schemes. 
  Kulkarni, Vivek (1998) mentions methodology for evaluating performance of mutual 
funds, and criterion for selection of benchmark, method of CRISIL's in calculating risks in 
evaluating portfolio performance and influence of fund management fees in a performance 
evaluation etc. 
  Rao, Mohana P (1998) opined that, UTI followed by LIC Mutual Fund dominated the 
market with 54 and 15 schemes respectively. His interview with 120 respondents showed 
that, 96 percent invested in UTI due to better service and return. 50 percent of shareholding 
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and 25 percent of unit-holding respondents were from metro cities. Investor’s services, 
income–cum-growth option and capital appreciation were very important aspects while 
choosing a fund. He identified that the close-end schemes were very popular among investors 
and respondents in general expected private sector funds to improve the quality of services, 
investors’ confidence besides reducing fraud and mismanagement. 
  Chakrabarti, et al. (2000) studied and focuses on private sector equity funds to identify 
and evaluate the performance of mutual funds. This study was focussed the risk-return 
characteristics of selected most important equity-based private mutual funds companies. This 
study ended with the result that there is no one-to-one correspondence between performance 
by return and performance by risk-adjusted returns 
  Irissappane A. (2000) evaluated the investment pattern and performance of 34 close-end 
schemes from 1988-98 and elicited the views of investors and managers belonging to 
Chennai, Mumbai, Pune and Delhi. The survey identified that the investors desired a return 
equivalent to market. 16 schemes reported greater risk than the market volatility. Majority of 
the schemes had a lower beta. Negative values in the case of Treynor and Sharpe index 
among many schemes indicated the mockery of the market. He further identified that the 
fund managers of 26 schemes had missed the chance of gaining from scheduling with 
response to changes in the market. 
  Narasimhan M.S., Vijayalakshmi S. (2001) analysed the top holding of 76 mutual fund 
schemes from January 1998 to March 1999. The study showed that, 62 stocks were held in 
portfolio of several schemes, of which only 26 companies provided positive gains. The top 
holdings represented more than 90 percent of the total corpus in the case of 11 funds. The top 
holdings showed higher risk levels compared to the return. The correlation between portfolio 
stocks and diversification benefits was significant at one percent level for 30 pairs and at five 
percent level for 53 pairs. 
  Mishra , B.  (2002), studied about the non-stationary of mutual find betas and finds out 
the causes of non-stationary betas in order to find out skills of fund managers. As the model 
overcomes the limitations of traditionally utilized Jensen's measure, also find out beta 
instability and their selectively and timing skills. Some individual level some of the timing 
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skills and some had no ability of timing. The studied by generalized varying parameter shows 
that systematic risk of Indian mutual funds did not remain stable over time. 
  Roshni Jayam’s (2002) study brought out that equities had a good chance of appreciation 
in future. The researcher was of the view that, investors should correctly judge their 
investment objective and risk appetite before picking schemes, diversified equity funds were 
typically safer than others and index funds were the best when market movements were not 
certain. The researcher suggested Systematic Withdrawal Plan (SWP) with growth option 
was more suitable for investors in need of regular cash inflows. 
  Rao S.N. (2002) conducted  a study to understand whether most of the mutual fund 
schemes were able to satisfy investor’s expectations by giving excess returns over expected 
returns .The objective of this study was to evaluate the performance of Indian Mutual Fund 
Schemes during bear market through relative performance index (RPI), risk- return analysis, 
Treynor‟s ratio, Sharpe‟s ratio, Sharp‟s measure, Jensen‟s measure, and Fama‟s measure 
.The research study concluded that out of 269 schemes, 49 were under performers, 102 were 
par performers and 118 were out performers of the market and Medium Term Debt Funds 
were the best .It was also concluded that 58 of 269 open ended mutual funds have provided 
better returns than the market during the bear period of September 98-April 2002. Some of 
the funds provided excess returns over expected returns based on both premium for 
systematic risk and total risk. 
  Anand S., Murugaiah V. (2003) applied the measurement tools of modern portfolio 
theory to the performance of mutual funds . The study aims to examine the degree of 
correlation that exists between fund and market return , to understand the impact of fund 
specific characteristics on performance ,to evaluate the diversification and selectivity skills of 
fund mangers . The study concluded on the basis of overall analysis in can be inferred here 
that the additional return on sampled schemes and the market over risk free return was 
significantly low during the study period. The study covers the period between April 1999 
and March 2003 This indicates that the majority of schemes were showed underperformance 
in comparison with risk free return. 
  Satish D (2004) opined that investors from seven major cities in India had a preference for 
mutual funds compared to banking and insurance products. Investors expected moderate 
return and accepted moderate risk. 60 percent of investors preferred growth schemes. The 
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image of AMC acted as a major factor in the choice of schemes. Investors had the same level 
of confidence towards shares and mutual funds. 
  Jutur S. (2004) studied 58 schemes during the bear period (September 1998 to April 
2002). He identified that the risk was low for 37 schemes, below average risk for 11 and of 
average risk for 10 schemes. Risk-return analysis revealed that, average mutual funds were 
found to be with low unsystematic and high total risk. The return was positive in the case of 
46 schemes, with 30 schemes yielding above 5 percent. 32 schemes had positive Treynor 
ratio, 30 schemes had positive Sharpe ratio, 35 schemes had positive Jensen measure due to 
the bearish market with low CAPM returns. 
  Elango’s (2004) analytical results indicate that, private funds had a high positive 
association between the past and current year NAV compared to public sector. The private 
sector schemes outperformed public sector in terms of NAV range value, innovative products 
and in deployment of funds. Public sector funds showed low volatility as against greater 
variability for private sector indicating low consistency. Student ‘t’ test indicated the 
existence of a high significant difference between the mean NAV of private sector funds and 
public sector with a 
high statistical significance of (-)5.95. 
  Venkateshwarlu M (2004) had analysed investors from the twin cities of Hyderabad and 
Secunderabad. Investors preferred to invest in open-end schemes with growth objectives. 
Chi-squared value revealed that, the size of income class is independent of preference 
pattern, and dependent on the choice of fund floating institution. Reasonable returns and 
long-term strategy adopted by the scheme were the criteria of scheme selection. Investors 
perceived that too many restrictions led to the average performance of mutual funds in India. 
  Guha D.S., Banerjee A., Chakrabarti B.B. (2005)  aimed to do a style analysis using 
Sharpe‟s RBSA approach, for Indian equity mutual funds and to perform a return based style 
analysis of equity mutual funds in India and analyzed their relative performance with respect 
to style benchmarks. The analysis shows that Indian equity mutual fund managers have not 
been able to beat their style benchmarks on the average. It also shows that although all the 
funds in our sample are equity funds, the fixed income asset classes have come out important 
components of their style exposures, may be due to „sticky‟ returns of their component 
securities. The most important component of their style exposures are the mid cap stocks. 
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This may indicate actual investment in those stocks, or in some other stocks that behaved like 
the mid cap index. 
  Muthappan P,K., Damodharan E. (2006) evaluated 40 schemes for the period April 
1995 to March 2000. The study identified that majority of the schemes earned returns higher 
than the market but lower than 91 days Treasury bill rate. The average risk of the schemes 
was higher than the market. 15 schemes had an above average monthly return. Growth 
schemes earned average monthly return. The risk and return of the schemes were not always 
in conformity with their stated investment objectives. The sample schemes were not 
adequately diversified, as the average unique risk was 7.45 percent with an average 
diversification of 35.01 percent. 23 schemes outperformed both in terms of total risk and 
systematic risk. 19 schemes with positive alpha values indicated superior performance. The 
study concludes that, the Indian Mutual Funds were not properly diversified. 
  Rao D.N. (2006) tried to evaluate the open-ended equity mutual fund schemes divided into 
six distinct investment styles, studied the financial performance of select open-ended equity 
mutual fund schemes for the period 2005-2006. The comparison of Growth plans and the 
corresponding Dividend plans Sharpe ratios showed that almost 90% Growth plans had better 
risk adjusted excess returns highlighting the fact that Growth plans are likely to reward the 
investors more for the extra risk they are assuming.The analysis indicated that Growth plans 
have generated higher returns than that of Dividend plans but at a higher risk. 
  Khare S.K. (2007) opined that investors could purchase stocks or bonds with much lower 
trading costs through mutual funds and enjoy the advantages of diversification and lower 
risk. The researcher identified that, with a higher savings rate of 23 percent, channeling 
savings into mutual funds sector has been growing rapidly as retail investors were gradually 
keeping out of the primary and secondary market. Mutual funds have to penetrate into rural 
areas with diversified products, better corporate governance and through introduction of 
financial planners. 
The aforementioned studies indicate that the evaluation of mutual funds has been a matter of 
concern in India for the researchers, academicians, fund managers and financial analysts to a 
greater extent after 1985. The reviews bring to light the importance of mutual funds in the 
Indian financial scenario; highlight the need for adequate investor protection, single 
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regulatory authority, higher return for a given risk as per investors’ expectation, greater 
convenience and liquidity, and the expectations that mutual funds should act as a catalytic 
agent of economic growth and foster investors’ interest. 
The studies on mutual fund investment performances have long sought to draw the 
distinction between the ability to time the market and the ability to forecast the returns of 
individual assets. Thus superior performances are due to either timing or selection ability or 
some combination of the two. Indeed portfolio managers often characterize themselves as 
market timers or stock pickers. 
  Keshwani (2008) also examined performance of newly introduced and growing open-
ended mutual funds in Pakistan. In this study, pioneering model of evaluating mutual funds 
performance by Sharpe (1966), Treynor (1965) and Jensen (1967) were used. 
  Sanjay, et al. (2008) carried out an investigation of 59 mutual funds in India for the period 
January 2004 to December 2007. The result was the performance of short term persistence in 
equity mutual funds are does not necessarily imply the well stock selection ability of fund 
manager. It also resulted the short term persistence results are much better when we using the 
daily data than monthly data. Their findings were only consistent with those for the mature 
market, thus he found that there is no evidence that supports is in conformity with the 
efficient market hypothesis 
  Gupta M., Agarwal N. (2009) constructed the portfolio using uses the cluster method, 
taking industry concentration as a variable and to compare the performance of two types of 
portfolios with selected benchmarks, selected according to the prevalent modes of mutual 
fund purchase Results are found to be encouraging, as far as risk mitigation is concerned. 
This study also expected to help in the construction of funds. 
  Prasath R.H. (2009) emphasized the core values of mutual fund investment, benefits of 
mutual funds, types of mutual funds, etc., The study is going to conducted by taking the 
NAV values of different types of HDFC mutual fund  products. The study concludes that 
before choosing the mutual fund scheme, the investor should undergo fact sheet thoroughly 
and he has to choose the best one by calculating Sharpe Ratio, Treynor‟s Ratio, Jensen Ratio, 
IR Ratio and NAV calculation. If the investor finds difficulty of getting Rp, Rf, Standard 
deviation, and Beta parameters, NAV calculations are the best alternative to assess the 
performance. 
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  Khurana A., Panjwani K. (2010) observed that HDFC Prudence Fund-Growth, Canara 
Robeco Balance - Growth, DSP blackrock Balance Fund - Growth are the top three funds on 
the basis of CAGR for the last five years. These funds have also outperformed the Crisil 
Balance Fund Index over the period of last 5 years. Canara Robeco Balanced Growth 
Scheme is relatively more volatile with highest standard deviation, Beta as well as Treynor 
ratio. The study observed that Canara Robeco Balance Growth is the most aggressive hybrid 
mutual fund whereas Escort Balance Fund - Growth is relatively least a more defensive fund. 
  Bhatt P. and Bandopadhyay A.K. (2011) compared the performance of equity large cap 
Indian mutual fund schemes along with International mutual fund schemes, using three 
performance evaluation indicators viz expense ratio, Jenson’s alpha and Sharpe ratio. As per 
each of these indicators, they found the performance of both classes of schemes of funds is 
the same. Then the study went on to see how do the rankings of mutual fund schemes based 
on Expense ratio, Jenson’s alpha and Sharpe’s ratio compose. They found that the rankings 
based on Jensen’s alpha and Sharpe’s ratios are highly correlated. But the ranking based on 
Expense ratio is not correlated with the ranking with either Jensen’s alpha or Sharpe’s ratio. 
 
2.2.3 Literature Survey w.r.t Selectivity and Market Timing Skills of Fund Managers 
 
  Venugopalan S. (1992) opined that India (15 million) ranks third in the World next to 
U.S.A. (50 million) and Japan (25 million) in terms of number of shareholders ensuring the 
spread of equity cult. However, many investors face hardships in the share market due to lack 
of professional advice, inability to minimize risk, limited resources and information. 
  Saha A., Rama M.Y. S. (1993-94) identified that return, liquidity, safety and capital 
appreciation played a predominant role in the preference of the schemes by investors. The 
preference of the households towards shares and debentures was 7 percent by 1989-90. 
Mutual funds being an alternative way for direct purchase of stocks should be managed 
effectively adopting investment analysis, valuation models, and portfolio management 
techniques. The study suggested that, fund managers could adopt portfolio selection 
techniques to make more informed judgments rather than making investments on an intuition 
basis. 
  Shukla, Singh (1994) attempted to identify whether portfolio manager’s professional 
education brought out superior performance. They found that equity mutual funds managed 
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by professionally qualified managers were riskier but better diversified than the others. 
Though the performance differences were not statistically significant, the three professionally 
qualified fund managers reviewed outperformed others. 
  Yadav R.A., Mishra, B. (1996) evaluated 14 close end schemes over the period of April 
1992 to March 1995 with BSE National Index as benchmark. Their analysis indicated that, 
57 percent of sample schemes had a mean return higher than that of the market, higher 
Sharpe Index and lower Treynor index. Schemes performed well in terms of diversification 
and total variability of returns but failed to provide adequate risk-premium per unit of 
systematic risk. 57 percent had positive alpha signifying superior performance in terms of 
timing ability of fund managers. Fund managers of growth schemes adopted a conservative 
investment policy and maintained a low portfolio beta to restrict losses in a rapidly falling 
stock market. 
  Jayadev M. (1996) studied the performance of UTI Mastergain 1991 and SBI Magnum 
Express from 1992-94 with 13 percent return offered by Post Office Monthly Income 
Deposits as risk-free return. Mastergain earned an average return of 2.89 percent as against 
market earnings of 2.84 percent. Volatility of Magnum Express was high compared to 
Mastergain. Master gain had a superior performance over its benchmark (Economic Times 
Ordinary Share Price Index) by taking greater risk than the market. Mastergain indicated 
lesser degree of diversification of the portfolio with lower R2 value and very high unique 
risk. Magnum Express portfolio was well diversified with higher R2 value along with lower 
unique risk and total risk. Both the funds did not earn superior returns because of lack of 
selectivity on the part of the fund managers indicating that, the funds did not offer the 
advantages of professionalism to the investors. 
  Ramesh C. (2000) examined 34 mutual fund schemes with reference to the three fund 
characteristics with 91-days treasury bills rated as risk-free investment from January 1994 to 
December 1997. Returns based on NAV of many sample schemes were superior and highly 
volatile compared to BSE SENSEX. Open-end schemes outperformed close-end schemes in 
term of return. Income funds outsmarted growth and balanced funds. Banks and UTI 
sponsored schemes performed fairly well in relation to sponsorship. Average annual return of 
sample schemes was 7.34 percent due to diversification and 4.1 percent due to stock 
selectivity. The study revealed the poor market timing ability of mutual fund investment. The 
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researcher also identified that, 12 factors explained majority of total variance in portfolio 
management practices. 
  Gupta A. (2001) evaluated the performance of 73 selected schemes with different 
investment objectives, both from the public and private sector using Market Index and 
Fundex. NAV of both close-end and open-end schemes from April 1994 to March 1999 were 
tested. The sample schemes were not adequately diversified, risk and return of schemes were 
not in conformity with their objectives, and there was no evidence of market timing abilities 
of mutual fund industry in India. 
  Saha, Tapas R. (2003) identified that Prudential ICICI Balanced Fund, Zurich(I) Equity 
Fund were the best among the equity funds while Pioneer ITI Treasury scheme was the best 
among debt schemes. He concluded that, the efficiency of the fund managers was the key in 
the success of mutual funds and so the AMCs had to ensure more professional outlook for 
better results. 
  Sadhak (2003) in his book suggested several improvements in the strategic and 
operational practices of mutual funds are suggested keeping in mind the mechanisms used by 
fund managers in developed economies. 
  Tripathy N.P. (2006) analysed that the empirical results do not lend support to the 
hypothesis that Indian fund managers are able to time the market.  These results are similar to 
those repeated by other researchers utilising data from 
Indian mutual funds. In a nutshell it is to be said that none of the schemes rewarded the 
investors and the main constraint on the portfolio managers is that they cannot book the 
profits when the market is boom phase due to lack of depth in the market. At the same time 
there are no hedging instruments available for them to hedge the market uncertainties. 
  Bhattacharjee K., Roy B. (2008) did a study which is actually a replication of the study 
conducted by Grinblatt & Titman and calculates PCM for a sample of 50 Indian mutual funds 
over a period of 26 months, with a view of validating their study in the Indian context. To 
understand whether or not the selected mutual funds (hence forth called funds) are able to 
outperform the market on the average over the studied time period.The study concluded that 
there are positive signals of information asymmetry in the market with mutual fund managers 
having superior information about the returns of stocks as a whole. For assessing the true 
performance of a particular mutual fund , a longer time horizon is better. 
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  Sehgal, Jhanwar (2008) observe that performance results become more positive when we 
use high-frequency data such as daily returns instead of monthly or annual returns. They also 
recommended use of multi-factor benchmarks for performance evaluation as shown in 
Carhart (1997), as they provide selectivity and timing measures after controlling for any 
spurious effects of style characteristics. They also advocate evaluation of multidimensional 
timing attributes, as fund managers besides timing the market factor, may also gain from 
timing style characteristics. 
  Manzoor A., Udayan S. (2010) found that the evidence on selectivity improves 
marginally when we use higher frequency data such as daily returns instead of monthly 
returns. The fund managers in India do not seem to possess significant market timing ability 
when we use monthly data. 
 
2.3      Conclusion of Literature Review 
The literature review clearly stresses that the competition in the mutual fund industry is at its 
full bloom and also the fund market is highly developed. But there has been no research on 
the study of competition for mutual fund industry in India after 2006 hence the growth of this 
industry is a n area of concern.  
The risk and return profile also meets the desire of the investors in most of the cases as the 
previous research also indicates the same. In most of the funds the fund investors have stood 
to gain due to the returns that have been provided by the funds which are in tandem with their 
desired risk return profile. 
The literature also makes it very clear that the fund managers in most of the cases were not 
able to provide superior returns to the investors since they could not use their professional 
and experiential skills to outguess the market which is also a major concern as the investors 
bear trust on these qualified people. 
 
2.4     Gaps in research 
 
 There has been no study done on analyzing the competition in mutual funds since 2006 
hence the growth of the industry is yet to be registered. 
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 Since the recession has already faded away now there is again lot of disposable income 
available in the market and one of the best way to park the funds is mutual funds hence 
the investors are interested in finding out whether the selectivity and market timing skills 
of the fund managers create a positive impact on the returns of the mutual funds. 
 Also since the risk return ratio helps an investor in identifying what level of risk he is 
ready to undertake, hence the present study will help investors in finding a solution as to 
which mutual fund will match the desired risk profile. 
 
Chapter: 3
Research
Methodology
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RESEARCH METHODOLOGY 
Research methodology is logical method for solving any research problem. It may be 
understood as the process of studying how research is done scientifically and in an organized 
fashion.  
Research methodology helps in deciding in advance as to what process will be / has been 
followed during the course of research. Since this process is the most vital part of the 
research as this indicates how has the researcher gained an understanding of the available 
facts and how will the gaps be filled during the due course of research. 
This chapter will focus on the research design that has been followed as the design helps in 
creating an outline of the research process. Here the type of data that will be collected for 
evaluation and analysis is also decided and also the various sources of collection of data are 
finalized so that this process can be strictly adhered to for accomplishment of the research 
objectives. 
This chapter focuses on what will be the type of research to be followed in the current study. 
Here we have also discussed as to what is the total population and out of that what is the 
sample and how it has been chosen. This chapter also deals with the tools that have been used 
for data analysis. First we have discussed what will be the nature of research i.e., research 
design and then population and sampling has been discussed in detail. 
 
3.1 Research Design 
Research design term is used by the researchers to describe the ways and methods used for 
pursuing a research.  
Since the study focuses on a critical analysis of selectivity and market timing skills being 
employed by various fund managers in different categories of mutual funds and it will search 
for the ideal portfolios, hence the research is descriptive in nature. 
Also the current research will help develop a relationship between various factors responsible 
for selection of a mutual fund portfolio. Since a relationship is to be formulated between the 
CHAPTER: 3  RESEARCH METHODOLOGY 
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risk and the return on various selected mutual funds hence the research will also construe to 
be causal in nature. The risk return profiles of the funds under study will be studies and 
evaluated for the benefit of the investors. 
 
3.2 Research Objectives 
 The primary objective(s) of this research are: 
 To study the extent of the competition in mutual fund industry in India.  
 To measure and analyze the risk adjusted return provided by various mutual fund 
schemes. 
 To evaluate the selectivity and market timing ability of the fund managers to provide 
superior returns to investors as well as the mutual fund firms. 
 
3.3 Sample 
Population 
The population consists of all those mutual fund schemes which have been introduced during 
the period 2003-2013 and which are private sector mutual funds (equity growth and equity 
dividend) and public sector mutual funds (equity growth and equity dividend) operating in 
India. 
The population of such type of mutual funds which have been issued during the period of 
study i.e, 2003-2013 is 1600 mutual funds. 
The justification for considering equity growth and equity dividend fund is that a lot of 
investor activity occurs especially in these type of funds and also the market share of these 
funds is too high which will help understand the level of competition in the mutual fund 
industry. 
 
3.3.1 Method of sampling: 
The current study uses stratified sampling technique to select the sample.  
The current study has divided all the equity mutual funds into five strata: 
 Equity balanced funds 
 Equity diversified funds 
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 Equity ELSS funds 
 Equity sector funds 
 Equity index funds 
During the period of study (2003-2013) around 1600 equity funds have been issued. 
 
3.3.2  Sample Size 
From the table 3.1 it is clear that total mutual funds in each category except diversified funds 
are in hundreds so around 10% or 10 funds from each category have been taken. Because the 
number is very high in diversified funds so I have taken 20 (twice the number which is taken 
for other funds) funds in diversified category making the total sample size as 60 ( (10 * 4) + 
20) for the study. 
 
Table 3.1 
 
List of Equity Funds Issued during the period of study (2003-2013) 
 
Type of mutual  
Funds 
Private Mutual  
Funds 
Public  
Mutual 
 Funds 
Total 
Equity Balanced  
Mutual  
Funds 
33 74 107 
Equity diversified 
Mutual  funds 
170 780 950 
Equity ELSS 
 Mutual funds 
35 128 163 
Equity Sector  
Mutual funds 
48 102 150 
Equity Index  
Mutual funds 
22 108 130 
Total   1600 
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Sample Size: The total sample size is 60 mutual funds. The data has been collected from a 
minimum of 30 private mutual funds (15 equity growth and 15 equity dividend) and 30 
public mutual funds (15 equity growth and 15 equity dividend)(Annexure 1) operating in 
India. An equal size of private and public mutual funds has been taken to remove any kind of 
bias. 
 
The current sample consists of all those mutual funds whose return is maximum in their 
respective categories which will help in understanding whether competition is perfect in 
these categories. Also it will give an insight into the selectivity and market timing ability of 
the fund manager when the research will reveal whether the funds under consideration have 
actually been able to deliver high returns. 
 
3.4 Sources of collection of data: 
The net asset value (NAV) of the funds has been collected from various official mutual fund 
websites such as www.amfiindia.com, www.valueresearchonline.com, www.nseindia.com 
etc.  
 
3.5 Instruments of data collection 
The research design is applied to the data for analysis and its interpretation. Hence the next 
step is to collect the data. The data collection has been done from both sources- primary 
sourcesas well as secondary sources.  
Scope of this study is limited to the collection of data and information from various fund 
managers and mutual fund companies through: 
 Structured Non- disguised questionnaires: The questionnaire has been prepared and 
the mode of administering the questionnaire has been directly and via email. 
 Structured Interviews 
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3.6 Data Analysis  
 
Objective 1: To study the extent of the competition in mutual fund industry in India. 
 
Competition refers to the presence of two or more firms in a certain market. Whenever there 
are such type of market activity, the whole economic scenario changes as it leads to increase 
in the players and the benefit of all this activity goes to the customer in a sense that the 
choice for the ultimate customers increases. 
The mutual fund industry is a perfectly competitive market as there are lot of firms and also 
there are lot of customers. The product here is also homogenous in nature, but the only 
difference lies in the fact that the characteristics of various fund schemes differ from each 
other hence providing flair of differentiation also. 
Also it is evident that whenever there are large numbers of players in any industry, there is 
the concept of price differentiation which has to be present in the industry so as to attract the 
customers which ultimately leads to reduction in the prices of various services. 
Thus it can be said that since the choices increase, the prices also change and the competition 
also increases. 
There is negligible or very less information/ data available on the competition in the mutual 
fund industry in India which makes it important to have an evaluation of the competition in 
this industry. 
 
Methodological Framework 
The competition in mutual funds has been measured by considering each fund to be a firm 
playing in the mutual fund industry. First a four firm concentration ratio has been calculated 
as a first hand measure for the competition. We have used HHI here as given by Baumol in 
his study conducted in 1989 where he had used the assets as the variable for the competition 
to be measured. 
For the current research, assets under management have been considered for the 
concentration estimation. The period for analysis is from 2003 to 2013.I have collected the 
data from AMFI website and has been collected in 2013. 
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The HHI gives the result whether the industry is competitive or not. Here normalized HHI 
has also been calculated so as to remove the bias which may have arisen due to the inequality 
in the sizes of the firms under study so the results are more reliable in this case. 
 
Objective 2: To measure and analyze the excess return per unit of risk provided by various 
mutual fund schemes. 
 
The risk and return relationship for the current study has been done by using the following 
measures of risk adjusted returns analysis: 
Return.  
The NAV of the funds under study has been considered for the returns of the funds of 
different firms and the return on market portfolio has been taken as per the NSE nifty on that 
particular date. 
 
The fund return for any specified time period can be calculated as follows: 
.(1) 
 
 Where, 
NAVt = the net asset value for the time period =t 
NAVt-1= the net assets values for the time period =t-1. 
 
The average return from any mutual fund scheme is given to be as follows: 
 
 
……………………….(2) 
 
 Where, 
 Rst = the return that can be  earned from a Mutual fund scheme at the specified time  period t 
 n = the time period under study. 
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The market rate of return for any stock is given as follows: 
 
………….(3) 
  
 Where, 
 It = Value of the benchmark stock indices for the define time period t 
It-1 =value of any benchmark stock market index during the time t-1. 
  
For the current research the NSE Nifty has been considered to be the benchmark stock index 
that is quite well representing the broad market.  
 
Risk-Free Rate of Return (Rf)  
The risk free rate of return has been taken from the 91 day T-Bill so as to ensure the best rate 
of return available in the market. 
 
Risk  
The NAV of the funds has been considered to calculate the risk associated with the various 
mutual funds under study. 
 
The performance of mutual funds has been evaluated as per the following models related to 
the risk return profile: 
 Sharpe Ratio 
 Treynor Ratio 
 Jensen alpha  
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Sharpe Ratio.  
 
Sharpe ratio calculates the trade off between return and unpredictability of any fund. It is 
defined as the proportion of each portfolio’s mean excess return as divided by the standard 
deviation of fund’s returns.  
 
The Sharpe Ratio is given as:  
 
Sharpe Measure = ( AR  -   ARf  ) / σp                              ……………(4) 
 
Where, 
ARp = standard return on the mutual fund portfolio  
ARf = average risk free return  
σp = standard deviation of excess returns. 
 
 
Treynor Ratio.  
 
 
Treynor ratio is the average excess returns as calculated in reference to the Beta of the funds 
in the portfolio and this is the basic difference between Sharpe and Treynor that it uses Beta 
instead of the standard deviation of the funds. 
 
The Treynor relation is given by Equation-5 as shown below.  
 
 ( AR  -   ARf  ) / Betap                              ……….(5) 
 
where Betap = The risk associated with the mutual fund portfolio .  
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Jensen’s Alpha.  
Jensen's alpha is defined as the variation of the return of a mutual fund portfolio being 
represented on the SML of CAPM model which has similar risk value associated to the fund 
portfolio. 
 
Jensen measure of performance of the portfolio is the variation between the actual returns 
earned on any mutual fund portfolio during a specified time period and the average return 
expected on that same portfolio with a specific condition on the risk-free rate, its level of 
“systematic risk”, and the returns earned actually on the market portfolio. 
 
It is given as:  
 
RPt – Rft = Rft + BetaP (RMt – Rft) + e …………………..(6)  
 
Where, 
RPt is the return earned on the mutual fund portfolio 
Rft is the risk free return  
RMt is the return on the market  
e is the error or residual value. 
 
OBJECTIVE 3: To evaluate the selectivity and market timing ability of the fund managers 
to provide superior returns to investors as well as the mutual fund firms. 
 
 To evaluate the selectivity skills of fund managers in India during 2003-2013 and to 
focus on: 
(a) Selectivity skills and the characteristics of funds. 
(b) Reliability with respect to selection skills and performance. 
 To check the market timing skills of fund managers and to study  
(a) Market timing  
(b) Consistency of market timing. 
 To examine whether there exists any correlation amongst the market timing and 
selectivity skills of mutual fund schemes of fund managers under study. 
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The study has been completed on a sample of 60 mutual fund schemes for evaluation of 
experiential skills of the sample funds. 
 
The NAV values for each month were determined, and then the mean income for each of the 
sample fund schemes were calculated as follows : 
 
Rt = (NAVt-NAVt-1) / NAVt-1 ……. (1) 
 
The risk free rate of return is the rate of return earne don 91 day T-Bill for the current study. 
 
The risk of is measured by the standard deviation of the returns on the portfolio and the Beta 
is measured by the following CAPM version: 
 
Rpt = α + βRmt+ εpt 
 
where, 
 
Rpt = income on fund for time period t 
Rmt = return on the mkt index for period t 
εpt =A random error term 
β = measure of methodical risk 
 
A β which is high depicts the higher responsiveness of the fund returns w.r.t returns earned 
by the funds in the market.  
 
The experiential skills usage and the performance of the funds under the study has been 
studied by using the following measures which are appropriate while we want to achieve our 
objective . The below mentioned methods help in finding out whether the fund managers are 
actually in  a position to use their professional knowledge in selecting when to invest and 
how much to invest so that the benefits are transferred to the end investors. 
 
Selectivity 
 
The selectivity skills of the fund managers under study has been studied and monitored by: 
                
                  61
 Jensen Measure 
 Fama Measure 
 
Jensen’s model helps in evaluating the ability of the fudn amangers in applying their 
professional skill and knowledge to identify and control the securities which are not values as 
per their actual ratings. The excess returns earned out of the stock selection ability can be 
known from Jensen’s alpha.  
 
Jensen’s measure is calculated as: 
 
Rpt-Rft = α + β (Rmt-Rft) + εpt …………. (2) 
 
where, 
 
Rpt = return of the fund ‘p’  
Rft = risk-free return  
Rmt = return on the benchmark (market) portfolio  
εpt = random error term 
α,β are the parameters of the model and have been estimated by the OLS technique.  
 
A positive and significant value of α depicts superior or better selectivity skills of the fund 
managers. 
 
Fama(1972) suggested somewhat finer breakdown of investment performance. Portfolio 
returns as Fama said, constitutes four components: 
 (i) Rf 
(ii) β (Rm-Rf) 
(iii) (Rm-Rf)(бp/бm - β) 
(iv) (Rp-Rf)-( бp/бm) (Rm-Rf) 
 
A positive selectivity indicates better performance. However, a negative measure indicates 
that the decision of the fund managers to undertake diversifiable risk has not resulted into  
superior returns to the investors. 
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Market timing 
 
In order to study the experiential skills of evaluating and controlling the decisions on the 
basis of markets there are two methods which talk about the market timing skills being 
applied by the fund managers in order to give superior or excess returns to the investors:  
 
 Treynor-Mazuy(1966)  
 Henriksson-Merton (1981). 
 
Treynor and Mazuy describe the market timing ability of the fund managers to be as follows: 
 
Rpt-Rft = α + β ( Rmt- Rft ) + γ ( Rmt-Rft )2 + εpt ………….. (3) 
 
where, 
 
Rpt = return on the mutual fund  
Rmt = return on the market index  
Rft = risk-free return 
εpt = random error term 
 
α, β, γ are the variables in the model which are estimated by the OLS method.  
 
According to Treynor and Mazuy γ is the measure of market timing and a +ve  value of γ 
denotes the presence of market timing abilities of the fund managers.  
 
Henriksson and Merton(1981) have defined that fund managers will like to invest in a fund 
having high-beta when there is an expectation that the market will continue to provide greater  
return than the risk-free rate because that fund will have a higher expected return than a low-
beta fund.  
 
This can be estimated by: 
 
Rpt- Rft = α + β (Rmt - Rft) + γ [D (Rmt - Rft) 2 + εpt …… (6) 
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where, D = 0 if Rm> Rf  
 
 
Market timing and Selectivity 
 
A correlation coefficient also has been calculated between measure of selectivity and 
measure of timing so as to see whether there lies any positive relationship between the two 
measures and if the benefits in nay case are transferred to the investors.  
 
The coefficient of correlation tries to measure the strength of the responsiveness between the 
given variables. 
 
Chapter: 4
Data Analysis
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4.1 Competition in Mutual Funds
The competition in mutual funds has been very elaborately discussed in literature (Baumol
1982) where he has discussed conditions related to competition and features of various
markets in the mutual fund industry.
Competition clearly indicates that there are large numbers of firms in the market and there is
product differentiation concept existing in the market which makes the customer feel happy
since there are plenty of choices available to them. In case of mutual funds there are lot of
firms entering the market which shows that not only there is healthy competition in this
sector but this sector is also growing at a fast pace leading to the market being developed in a
well organized fashion.
4.1.1 Data Analysis
The study of the mutual funds under the sample clearly reveals that most of the funds have
their investments in large domestic companies and they generally do not tend to change their
portfolio unless it is properly worked by a team of professionals. Also a large share of the
market is under control of some of the large domestic companies only which is a clear
indication of less amount of concentration in the industry.
Also the mutual fund companies have seen a substantial increase in the number of customers
though the investment seems to be rather stable. The data collected through various mutual
fund managers also reveals the fierce competition in the industry as there are large numbers
of firms making entry in the industry. Most of the funds remain competitive by changing
their strategy to invest into firms who have large market share or whose market capitalization
is high and this is where they gain a competitive edge over other players in the market.
The fund managers judge the performance of the funds on the basis of returns and also the
number of customers added in a particular financial year. This also helps them gain an
understanding of the performance of their funds.
The fund managers are also themselves well qualified and well versed with the changes in
the market movements so that a proactive approach may be followed to mitigate the risk
arising there from.
CHAPTER: 4 DATA ANALYSIS
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Also since most of the fund managers are located at strategic cities which are designated as T
15 cities for mutual fund investments it becomes moreover very easy for the mangers to
understand the market movements quickly and to a better extent. Also the market is highly
concentrated which is clear since the penetration is very low.
Analysis of Demographic Profile of the Fund Managers
The registered office of the funds under study is situated in top 15 cities and hence most of
the assets are also invested in the firms situated at these places:
DEMOGRAPHIC PROFILE OF FUNDS
B15
T 15
Most of the funds are issued at Top 15 cities and hence there is a large amount of sector in
beyond top 15 cities which is lying quite untapped.
But the technology is becoming the game changer. Since the cost of constructing and
maintaining the centers in the B 15 cities is large as compared to any other city hence it
becomes all the more important to make use of the technology for reducing the coats and
imparting better services to the customers.
The data for the share on total assets has been taken for a period from 2003 to 2013 in order
to check whether there exists any competition in the mutual funds industry in our country.
The number of total funds from various categories of mutual funds that have been used for
the analysis is given in the Annexure I.
It can be noted from the Annexure 1 that the large firms have still retained market share with
slight changes in their ranks. Even while there have been little changes in the market shares
of these funds over last years, there has not been much difference in the ranks.
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The four firm concentration ratio helps in evaluating the level of competition in the mutual
fund industry. A low concentration ratio or a decline indicates the increase in the level of
competition and vice versa.
The four firm concentration ratio has been calculated from the market share of four largest
firms.
The ratio as given in Table 4.1 shows a steep fall over the years. The ratio was 52.4 in 2003
which declined to 44.1 in 2013. Also the concentration ratio depicts a clear reduction which
shows that the competition has increased over the years in the mutual fund industry. It also
depicts that, over the past years the four large firms have continued to enjoy highest market
share.
Table 4.1
Calculation of Four- Firm Concentration Ratio
FOUR- FIRM CONCENTRATION RATIO
YEAR CONCENTRATION RATIO
2003 52.4
2004 45.5
2005 44.9
2006 41.6
2007 45
2008 44.8
2009 48.3
2010 48.3
2011 46.1
2012 45.7
2013 44.1
This traditional measure has taken into account the information about the industry’s leading
mutual fund firms. Hence the Herfindahl-Hirschman Index (HHI) here has been calculated
because this is a better measure of the concentration in the industry as this is based on the
data for all firms in mutual funds industry to estimate the concentration in the mutual funds
industry for 60 funds by using the market shares where assets have been taken as a
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percentage of total assets for years from 2003-2013. The HHI has been calculated by
summing up the squared market shares of all mutual funds in the current market. It generally
ranges on a scale from 0 to 10,000. Any industry with a HHI which is greater than 1800 will
be a highly concentrated one. Also any industry with the value of HHI that lies between 1000
and 1800 will be moderately concentrated one and the one with HHI less than 1000 will be
an unconcentrated one as suggested by a research done by Baumol and Panzar, 1988.
The formula is as below,
Where is the market share of firm i in the industry
and ‘n’ is the number of firms.
Table 4.2 presents the values of HHI for mutual funds. In 2003, the value of HHI was 892
and by 2006, the value of index had fallen to 734. It clearly depicts that the mutual funds
compete in a highly unconcentrated industry.
Table 4.2
Herfindahl -Hirschman Index For All
Mutual Fund from 2003 To 2013
YEAR HHI
2003 892
2004 759
2005 761
2006 734
2007 797
2008 828
2009 898
2010 909
68
2011 885
2012 881
2013 857
(Detailed calculations have been shown in annexure 2 at page 162)
Though the HHI increased in few years after 2007 till 2010 when it was at its peak
suggesting that the competition had fallen down but after that it started to fall down and it has
consistently fallen down. The Figure 4.1 gives the trends in the concentration among the
mutual funds. It is a curve which is downward sloping showing the concentration among the
funds has declined over the period which certainly means the competition is increasing.
Figure 4.1
TRENDS IN HERFINDAHL HIRSCHMAN INDEX FOR MUTUAL FUNDS
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4.1.2 Normalized HHI
The Normalized HHI is calculated to find out how far is the market from being equally
divided. The difference lies in an intuition that competitive markets should not only be
equally divided, but also have many competitors.
In order to use this tool correctly one should also consider methodology behind. Most
importantly the market should be properly defined. Namely the competition may persist on
global scale (for multiple similar or related products (e.g., all financial services), but on local
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scale (subset of the previous product set (e.g., loans and deposits) competition may not be
present.
The normalized Herfinhahl index has been calculated to remove the  problem of inequality in
size of the firms  and the same is shown in the Table 4.3.
Table 4.3
Normalized Herfindahl Hirschman Index for
Mutual Funds from 2003-13
YEAR Normalized HHI
2003 929
2004 790
2005 792
2006 764
2007 830
2008 862
2009 935
2010 947
2011 922
2012 917
2013 893
The calculated value of normalized HHI gives similar results as in case of HHI value which
also shows the falling concentration indicating an increase in the competition. There has not
been a lot of difference in the value of the index.
4.1.3 Relationship between primary data analysis and secondary data analysis
The secondary data analysis suggests that there is competition in mutual funds and this also
can be well verified with the primary data analysis. There is positive correlation between the
results of the analysis and hence the study is also quite interrelated to the literature review.
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4.1.4 Findings Based on Questionnaire
The results of the analysis done below has depicted true competition in the mutual fund
industry and this is what is also suggested by various reports and the researches done by
various researchers in the past . The researches have always forecasted an increase in the
competition in the mutual funds due to the lucrative characteristic of the mutual fund as an
investment option.
A cross referencing has been conducted on the distinctive features for competition and
customer base and the distribution table is as follows:
CUSTOMER BASE
TOTA
L
Increas
ed
No
Fixed
Trend
Reduce
d
DISTINCTIV
E FEATURE
FOR
COMPETITI
ON
Consistenc
y of returns
27 8 1 36
Proactive
market
timing
6 10 2 18
Best Scrips 3 2 1 6
TOTAL 36 20 4 60
The hypotheses being tested are as follows:
I H0= The distinctive feature for competition has an insignificant impact on the changes
in customer base.
H1 = The distinctive feature for competition does not have an insignificant impact on
the changes in customer base.
II H0= The changes in customer base has an insignificant impact on distinctive feature
for competition.
H1 = The changes in customer base does not have an insignificant impact on
distinctive feature for competition.
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The results of F-test are as under:
The table value of F24 at 5% level of significance is 6.94 as per the Table. Since the
computed F value is less than the corresponding table values, hence the null hypothesis is
accepted in both the cases which means that:
 Neither the distinctive feature for competition has direct significance on the trends in
customer base nor the vice versa is true.
 There is competition well constructed in the market and the industry is performing well
and this is nothing to do with the increase in the customer base.
The results can be corroborated with the study done by O.P.Gupta and S. Sehgal in 1997 who
evaluated mutual fund performance over a period of 4 years from 1992-1996. They
conducted the study on 80 mutual fund schemes and studied the mutual funds on the basis of
benchmark comparison, risk return profile of the funds and concluded that the mutual fund
industry performed well during this period.
However since there are less number of studies pertaining to the competition in mutual fund s
in India but a study done by Sumalatha in 2008 over a period of 2003-06 has also suggested
that the competition in mutual funds has increased. There was no statistical significance of
the study but it suggested that the concentration in the industry has reduced.
SOURCES
OF
VARIATION
DEGREE
OF
FREEDOM
SUM OF
SQUARES
MEAN
SQUARES
F
Distinctive
Feature for
Competition
2 152 76 F24=1.35
Trends in
Customer
Base
2 170.67 85.33 F24=1.51
Error 4 225.33 56.33
TOTAL 8 548
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4.2 Risk adjusted returns
The risk and return is one of the most critical and important aspect for any fund as this is the
bottom line for the investors before making investments. The fund managers try to keep the
risk at a low level so that returns may accrue to the investors and hence there is need to
collect the data pertaining to beta and alpha of funds.
Most of the fund managers stated that the maximum after tax returns that can be earned on
their funds is not more than 8.5% -8.8% in any case and that too in most favorable
circumstances like stable markets and consistent market performance.
During the data collection from the fund managers this part was the most difficult as the fund
managers were skeptical about sharing the information which is critical for the market. The
data collected from the fund managers is more alike to what is prevailing in the market where
the returns are in tandem with the expectations of the investors.
This objective was more fulfilled by using the secondary data as this data is readily available
at various websites and also the data is regularly published since this is critical to the investor
in deciding which fund to invest in. The investors are very sensitive towards the risk return
relationship and generally it is seen that the ratios are very conducive to the investors.
Also this fact can be supported by the results of the first objective where it has been derived
that the competition in the mutual funds has increased. That means if the risk return ratio is
conducive or favorable then only it gives some sense to the investor in investing and thus
creating a demand which ultimately leads to increasing competition. Also there is a vice
versa relationship which says that stronger the risk return relationship higher is the return to
the investor, more is the demand and higher is the competition.
In most of the cases the fund managers told that the investors are getting good / desirable
returns but the fact is that the investors do not even get the risk free rate of return since the
fund managers are not able to forecast and act proactively w.r.t the market movements.
4.2.1 Sharpe Ratio.
The Sharpe measure is given by Equation
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where ARP = average return on mutual fund portfolio over the sample period, ARf = average
risk free return over the sample period, and Ϭp = standard deviation of excess returns over
the sample period.
The Sharpe Ratio has been calculated in Table 4.4.
Table 4.4
Sharpe Ratio
PRIVATE SECTOR EQUITY GROWTH FUNDS Sharpe Ratio
Axis Triple Advantage Fund 72.22
ICICI Prudential Blended Plan B- Option II 1.44
ICICI Prudential Blended Plan B- Option I 8.41
Birla Sun Life international Equity Plan A 0.79
Principal Global Opportunities Fund 16.60
Reliance Arbitrage Advantage Fund 2.77
JM Arbitrage Advantage Fund 6.02
Axis Midcap Fund 7.93
BNP Paribas Tax Advantage Plan 7.48
Reliance Equity Linked Saving Fund Series 1 30.85
ICICI Prudential R.I.G.H.T Fund 3.28
ICICI Prudential –FMCG Fund-Growth 14.56
Birla Sun Life MNC Fund-Growth 14.06
Motilal Oswal Most Shares NASDAQ 100 ETF 2.60
Goldman Sachs Hang Seng Exchange Traded Scheme 7.71
Canara Robeco Balance 30.06
Canara Robeco Balance 4.08
LIC Nomura MF balanced Fund 16.01
UTI Wealth Builder Fund Series II 32.56
UTI Spread Fund 7.51
SBI Arbitrage Opportunities Fund 5.80
Canara Robeco F.O.R.C.E Fund - Institutional Plan 22.98
Canara Robeco Equity Tax Saver 17.13
SBI Magnum Tax Gain Scheme 93 16.92
UTI Long Term Advantage Fund-Series II 8.85
LIC Nomura MF Index Fund- Nifty Plan 14.49
ICICI Prudential Blended Plan B- Option II 1.10
ICICI Prudential Blended Plan B- Option I 3.52
Birla Sun Life international Equity Plan A 0.79
Principal Global Opportunities Fund 16.60
IDFC Arbitrage Fund Plan B 7.10
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PRIVATE SECTOR EQUITY GROWTH FUNDS Sharpe Ratio
Reliance Arbitrage Advantage Fund 2.77
Axis Midcap Fund 8.07
Reliance Equity Linked Saving Fund Series 1 30.85
ICICI Prudential R.I.G.H.T Fund 12.83
ICICI Prudential FMCG Fund-Dividend 403.77
ICICI Prudential Technology Fund 1.46
Birla Sun Life MNC Fund- Dividend 241.87
IDFC Nifty Fund 2.71
ING Large Cap Equity Fund 165.70
Reliance Index Fund-Nifty Plan
-0.27
Canara Robeco Balance 79.25
LIC Nomura MF balanced Fund 4.11
UTI Spread Fund 5.07
Canara Robeco Large Cap + Fund 4.18
UTI India Lifestyle Fund 6.72
Canara Robeco Emerging Equities 22.35
SBI Blue Chip Fund 4.31
UTI Long Term Advantage Fund-Series II 8.85
SBI Tax Advantage Fund Series II 6.64
UTI MNC Fund 10.04
LIC Nomura MF Index Fund- Nifty Plan 3.80
Canara Robeco Nifty Index 46.76
(Detailed calculations have been shown in Annexure 4 at page 188)
In most of the funds it can be seen that the reward to volatility ratio is too high which clearly
indicates that the investors are rewarded as per the increase in the risk. The investors hence
find the risk return ratio to be favorable to them hence they are interested in investing for
long term.
4.2.2 Treynor Ratio.
Treynor’s ratio is given by Equation as shown below.
where Betap = beta risk value for the mutual fund portfolio .
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The premise underlying the Treynor ratio is that systematic risk--the kind of risk that is
inherent to the entire market (represented by beta)--should be penalized because it cannot be
diversified away.
Table 4.5
Treynor Ratio
PRIVATE SECTOR EQUITY GROWTH FUNDS TREYNOR RATIO
Axis Triple Advantage Fund 2.819027
ICICI Prudential Blended Plan B- Option II 1.122216
ICICI Prudential Blended Plan B- Option I 7.420661
Birla Sun Life international Equity Plan A 2.254514
Principal Global Opportunities Fund 11.88964
Reliance Arbitrage Advantage Fund 2.328804
JM Arbitrage Advantage Fund 6.226871
Axis Midcap Fund 3.540457
BNP Paribas Tax Advantage Plan 6.940511
Reliance Equity Linked Saving Fund Series 1 6.843065
ICICI Prudential R.I.G.H.T Fund 5.569197
ICICI Prudential –FMCG Fund-Growth 97.848
Birla Sun Life MNC Fund-Growth 257.4215
Motilal Oswal Most Shares NASDAQ 100 ETF
139.3539
Goldman Sachs Hang Seng Exchange Traded Scheme 1692.327
Canara Robeco Balance 60.32162
Canara Robeco Balance 16.56967
LIC Nomura MF balanced Fund 48.70528
UTI Wealth Builder Fund Series II 13.22817
SBI Magnum Sector Funds- Umbrella Emerging
Business
-9.71555
UTI Spread Fund 6.446031
SBI Arbitrage Opportunities Fund 5.729569
Canara Robeco F.O.R.C.E Fund - Institutional Plan 6.251526
Canara Robeco Equity Tax Saver 19.38792
SBI Magnum Tax Gain Scheme 93 56.19721
UTI Long Term Advantage Fund-Series II 5.1551
SBI Magnum Sector Funds- Umbrella FMCG
-9.81615
UTI Transportation and Logistics Fund
-9.81615
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PRIVATE SECTOR EQUITY GROWTH FUNDS TREYNOR RATIO
LIC Nomura MF Index Fund- Nifty Plan 22.7909
SBI Magnum Index Fund
-9.82815
ICICI Prudential Blended Plan B- Option II 0.824016
ICICI Prudential Blended Plan B- Option I 4.302287
Birla Sun Life international Equity Plan A 2.23963
Principal Global Opportunities Fund 11.38585
IDFC Arbitrage Fund Plan B 2.916182
Reliance Arbitrage Advantage Fund 2.246046
Axis Midcap Fund 3.404092
Reliance Equity Linked Saving Fund Series 1 6.598108
ICICI Prudential R.I.G.H.T Fund 5.408686
ICICI Prudential FMCG Fund-Dividend 47.31447
ICICI Prudential Technology Fund 9.621637
Birla Sun Life MNC Fund- Dividend 40.11233
IDFC Nifty Fund 0.881593
ING Large Cap Equity Fund 5.078617
Reliance Index Fund-Nifty Plan
-0.06709
Canara Robeco Balance 23.2035
LIC Nomura MF balanced Fund 0.735837
UTI Spread Fund 1.627577
Canara Robeco Large Cap + Fund 0.861279
UTI India Lifestyle Fund 1.727972
Canara Robeco Emerging Equities 3.792168
SBI Blue Chip Fund 1.016257
UTI Long Term Advantage Fund-Series II 1.614334
SBI Tax Advantage Fund Series II 0.876519
UTI MNC Fund 14.80452
SBI Magnum Sector Funds- Umbrella Pharma -1.62352
UTI Transportation and Logistics Fund
-1.62352
LIC Nomura MF Index Fund- Nifty Plan 0.364829
Canara Robeco Nifty Index 1.803224
Unlike Sharpe, Treynor (Table 4.5)  uses beta in the denominator instead of the standard
deviation. The beta measures only the portfolio's sensitivity to the market movement, while
the standard deviation is a measure of the total volatility both upside as well as downside. A
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fund with a higher Treynor ratio implies that the fund has a better risk adjusted return than
that of another fund with a lower Treynor ratio.
In the above calculations, the Treynor Ratio for the funds in most of the cases is positive and
also quite high which indicates higher returns to the investors. Treynor ratio is dependent
upon the relevance of the fund's market benchmark, the Treynor ratio becomes a less relevant
comparison metric if two portfolios are correlated with different benchmarks.
4.2.3 Jensen Alpha.
Jensen's measure (which was developed in 1968 by Michael Jensen) is the rate of return that
exceeds what was expected or predicted by models like the capital asset pricing model
(CAPM).
Jensen’s Alpha measure is given by the Equation as shown below.
RPt – Rft = Rft + BetaP (RMt – Rft) + e
where RPt is the mutual fund portfolio return in time period t,
Rft is the risk free return in time period t,
RMt is the return on the market portfolio in time period t and
e is the error term or residual value.
The CAPM return is supposed to be 'risk adjusted', which means it takes account of the
relative riskiness of the asset.
This is based on the concept that riskier assets should have higher expected returns than less
risky assets. If an asset's return is even higher than the risk adjusted return, that asset is said
to have "positive alpha" or "abnormal returns". Investors are constantly seeking investments
that have higher alpha.
In the Table 5.2 of the previous chapter it can be easily judged that the alpha is negative
which is an indication of fewer returns to the investors.
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4.2.4 Relationship between Primary Data Analysis and Secondary Data Analysis
The results of primary data are in tandem with the results of secondary data analysis in the
sense that both depict that there is negative correlation between risk and return which means
that the benefit of risk return relationship does not get transferred to the investors.
4.2.5 Findings Based on Questionnaire
The results of the research make it very clear that there is no or negative correlation between
risk and return and the investor does not stand to earn by the market movements.
A cross referencing was done on the returns earned by the funds and the Beta of the funds.
The distribution table is as follows:
BETA OF THE FUNDS TOTAL0-1 1-2 2-5 >5
RETURN
EARNED
BY THE
FUND
VIS-À-
VIS
MARKET
< 8.0%
P.A 0 1 1 0 2
8.0%-
8.5%
P.A.
1 1 2 0 4
8.5%-
8.8%
P.A.
15 25 9 5 54
TOTAL 16 27 12 5 60
The hypotheses being tested are as follows:
I H0= There is no significant difference between the return earned by the fund vis-à-vis
market and the beta of the funds under study.
H1 = There is significant difference between the return earned by the fund vis-à-vis
market and the beta of the funds under study.
II H0= There is no significant difference between the beta of the funds under study and
the return earned by the fund vis-à-vis market.
H1 = There is significant difference between the beta of the funds under study and the
return earned by the fund vis-à-vis market.
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The results of F-test are as under:
SOURCES
OF
VARIATION
DEGREE
OF
FREEDOM
SUM OF
SQUARES
MEAN
SQUARES F
Return
earned by the
fund vis-à-vis
market
2 434 217 F26=8.97
Beta of the
funds under
study
3 84.67 28.22 F36=1.165
Error 6 145.33 24.22
TOTAL 11 664
The table value of F26 at 5% level of significance is 5.14 as per the Table. Since the
computed F value is more than the corresponding table values, hence the null hypothesis is
rejected which means that the return earned by the funds has a direct significance on the Beta
of the funds which is also true. The performance of the funds can be adjudged very easily
when we take a look at the Beta vis-à-vis the returns earned, the Beta is adversely related to
the returns. The distribution table also shows that most of eth frequencies or the funds lie in
the quadrant where the Beta is less but the returns are highest as compared to the market
returns.
The table value of F36 at 5% level of significance is 4.76 as per the Table. Since the
computed F value is less than the corresponding table values, hence the null hypothesis is
accepted which means the beta of the funds under study has an insignificant impact on the
return earned by the fund vis-à-vis market.
The results are in coherence with a study done by Bird, Chin and Macrae in 1983 to examine
the investment performance of Australian superannuation funds and their managers over a
period from 1971 to 1981. They examined the Sharpe, Treynor and Jensen indices as
potential benchmarks. They concluded that the three different metrics do not lead to
differences between the funds and managers in their study. The process of adjusting for risk
does not alter the perceived performance of funds and managers in the first half of the study
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but does make a difference to the relative rankings in the second half. They found no
evidence that managers perform consistently over time.
Bhatt Pushpa and  Bandopadhyay  Asim Kumar (2011) compared the performance of equity
large cap Indian mutual fund schemes along with International mutual fund schemes, using
three performance evaluation indicators viz expense ratio, Jenson’s alpha and Sharpe ratio.
As per each of these indicators, they found the performance of both classes of schemes of
funds is the same. Then the study went on to see how do the rankings of mutual fund
schemes based on Expense ratio, Jenson’s alpha and Sharpe’s ratio compose. They found that
the rankings based on Jensen’s alpha and Sharpe’s ratios are highly correlated.
The results of this research are also in coherence with the literature review done in the sense
that the Sharpe and Treynor ratio indicate that the investors earn as per the market
expectations but the Jensen Alpha does not support this proposition.
4.3 Selectivity and Market Timing Ability of Fund Managers
The investment performance of mutual funds has been vastly researched and among the
limited studies that investigate market timing and security selection abilities of fund
managers, none has examined what factors influence two distinct performance components
due to market timing and stock selection activities.
4.3.1 Data Analysis
The questionnaire also focused on finding out what strategies are being implemented by the
fund manager in order to take advantage of the market movements well in advance so as to
transfer the returns to the investors.
The fund managers who are managing the funds were qualified enough to take decisions on
where to invest and when which was revealed during the primary study. Also most of them
were managing the fund portfolios for the past more than 5 years constantly which indicates
the longevity of association of the fund managers with the funds. 70% of the fund managers
under the study were managing the fund on the basis of their own skills and the investments
they were making seem to be under the risk profile as desired by the investor.
Most of the fund managers were skeptical while answering about the changes and the timing
when changes were made in the fund but the secondary data and the primary data collected
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together indicates that the changes are made in the fund not more than 3-4 times in a year and
the same is based on rigorous work and calculations done by a team of professionals.
Generally the funds are invested in large domestic companies whose market value is more
than 5000 crores.
The study also found that the fund managers use a proactive approach in using the market
timing ability and which is also clear from the secondary data analysis.
Various factors were listed by the fund managers which are kept in mind while selecting
where the fund should be invested:
 Consistency of stock prices on the stock exchanges
 Profitability in the current financial year as well as the projections for the future.
 Entry of new firms in any growth industry
 Number of customers with high risk content in the portfolio
 Growth rate of the economy vis-à-vis the industry
The fund managers also are very effective in making use of their selectivity skills though the
secondary data does not support to this proposition. The fund manager, as per the data
collection, reveals that they make use of various statistical techniques to project the
performance of fund over a certain time period.
Generally the fund managers are not very keen on changing their portfolio since they initially
invest in stable companies so that the fund always remain attractive and is in a position to be
able to pull new customers. This also helps to create a positive word of mouth in the market
about the funds and helps in retaining the customers for a long term.
The total risk of investing in any portfolio is always measured by the standard deviation of
monthly returns on the portfolio and the systematic risk (Beta) of such portfolio is measured
by the CAPM version of the market model as below:
Rpt = α + βRmt
where,
Rpt = return on fund ‘p’ for period t
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Rmt = return on the market index for period t
β = measure of systematic risk
α = a constant term
The Beta is as calculated is given in Table 4.6.
Table 4.6
Calculation of Beta of Funds under Study
NAME OF THE FUNDS BETA
Axis Triple Advantage Fund 0.981
ICICI Prudential Blended Plan B- Option II 0.979
ICICI Prudential Blended Plan B- Option I 0.979
Birla Sun Life international Equity Plan A 0.978
Principal Global Opportunities Fund 0.984
Reliance Arbitrage Advantage Fund 0.983
JM Arbitrage Advantage Fund 0.983
Axis Midcap Fund 0.982
BNP Paribas Tax Advantage Plan 0.981
Reliance Equity Linked Saving Fund Series 1 0.980
ICICI Prudential R.I.G.H.T Fund 0.978
ICICI Prudential –FMCG Fund-Growth 0.980
Birla Sun Life MNC Fund-Growth 0.979
Motilal Oswal Most Shares NASDAQ 100 ETF 0.979
Goldman Sachs Hang Seng Exchange Traded
Scheme 1.002
Canara Robeco Balance 1.008
Canara Robeco Balance 1.006
LIC Nomura MF balanced Fund 1.017
UTI Wealth Builder Fund Series II 1.017
SBI Magnum Sector Funds- Umbrella Emerging
Business 1.011
UTI Spread Fund 1.011
SBI Arbitrage Opportunities Fund 1.011
Canara Robeco F.O.R.C.E Fund - Institutional Plan 1.012
Canara Robeco Equity Tax Saver 1.006
SBI Magnum Tax Gain Scheme 93 1.004
UTI Long Term Advantage Fund-Series II 1.003
SBI Magnum Sector Funds- Umbrella FMCG 1.001
UTI Transportation and Logistics Fund 1.001
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NAME OF THE FUNDS BETA
LIC Nomura MF Index Fund- Nifty Plan 1.001
SBI Magnum Index Fund 1.000
ICICI Prudential Blended Plan B- Option II 1.000
ICICI Prudential Blended Plan B- Option I 1.001
Birla Sun Life international Equity Plan A 0.986
Principal Global Opportunities Fund 1.027
IDFC Arbitrage Fund Plan B 1.023
Reliance Arbitrage Advantage Fund 1.019
Axis Midcap Fund 1.022
Reliance Equity Linked Saving Fund Series 1 1.017
ICICI Prudential R.I.G.H.T Fund 1.007
ICICI Prudential FMCG Fund-Dividend 0.999
ICICI Prudential Technology Fund 0.985
Birla Sun Life MNC Fund- Dividend 1.969
IDFC Nifty Fund 1.968
ING Large Cap Equity Fund 2.059
Reliance Index Fund-Nifty Plan 2.059
Canara Robeco Balance 2.142
LIC Nomura MF balanced Fund 2.264
UTI Spread Fund 2.224
Canara Robeco Large Cap + Fund 2.334
UTI India Lifestyle Fund 2.323
Canara Robeco Emerging Equities 2.336
SBI Blue Chip Fund 2.978
UTI Long Term Advantage Fund-Series II 3.204
SBI Tax Advantage Fund Series II 2.934
UTI MNC Fund 2.376
SBI Magnum Sector Funds- Umbrella Pharma 6.054
UTI Transportation and Logistics Fund 6.054
LIC Nomura MF Index Fund- Nifty Plan 6.054
Canara Robeco Nifty Index 5.964
(Detailed calculations have been shown in Annexure 4 at page 188)
Beta measures a fund's volatility compared to that of a benchmark. It tells you how much a
fund's performance would swing compared to a benchmark.
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Higher value of β indicates high sensitivity of fund returns against market returns, the lower
value indicates a low sensitivity. The above calculation of Beta depicts that most of the
mutual funds under study have a low Beta which indicates lower sensitivity of fund returns
with respect to the market returns.
Lower sensitivity creates a sense of confidence and trust among the investors and helps them
to stabilize their returns.
4.3.2 Selectivity Skills of Fund Managers
The selectivity skills of fund managers are calculated using Jensen’s measure. Jensen was
interested in finding out whether the mutual fund managers add value over the long term.
Could they through their skill or the insider information outperform the market reasonably
and consistently over the years and in order to prove this he created a model which derives its
fundamental from CAPM and the Jensen’s measure is given as follows:
Rpt-Rft = α + β (Rmt-Rft)  …………. (2)
Where,
Rpt = return of the fund ‘p’ for period‘t’
Rft = risk-free return for period‘t’
Rmt = return on the benchmark (market) portfolio for period‘t’
α,β are the parameters of the model and are estimated by OLS technique.
Alpha is a risk adjusted performance measure used to assess, on a risk adjusted basis,
investment performance relative to a benchmark.
The Alpha as calculated is given in Table 4.7.
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Table 4.7
Calculation of Alpha of funds under study
NAME OF THE FUNDS α = Rpt-Rft - β (Rmt-Rft)
Axis Triple Advantage Fund
-19.20
ICICI Prudential Blended Plan B- Option II
-9.73
ICICI Prudential Blended Plan B- Option I
-12.47
Birla Sun Life international Equity Plan A 13.06
Principal Global Opportunities Fund -15.00
Reliance Arbitrage Advantage Fund
-9.97
JM Arbitrage Advantage Fund
-10.61
Axis Midcap Fund
-14.97
BNP Paribas Tax Advantage Plan
-11.89
Reliance Equity Linked Saving Fund Series 1
-17.77
ICICI Prudential R.I.G.H.T Fund
-4.24
ICICI Prudential –FMCG Fund-Growth
-10.81
Birla Sun Life MNC Fund-Growth
-9.94
Motilal Oswal Most Shares NASDAQ 100 ETF 31.19
Goldman Sachs Hang Seng Exchange Traded
Scheme -1.43
Canara Robeco Balance
-15.63
Canara Robeco Balance 2.13
LIC Nomura MF balanced Fund
-12.32
UTI Wealth Builder Fund Series II
-22.20
SBI Magnum Sector Funds- Umbrella Emerging
Business
-19.68
UTI Spread Fund
-12.17
SBI Arbitrage Opportunities Fund
-10.63
Canara Robeco F.O.R.C.E Fund - Institutional Plan
-22.09
Canara Robeco Equity Tax Saver
-14.18
SBI Magnum Tax Gain Scheme 93
-12.55
UTI Long Term Advantage Fund-Series II
-14.16
SBI Magnum Sector Funds- Umbrella FMCG
-19.66
UTI Transportation and Logistics Fund
-19.66
LIC Nomura MF Index Fund- Nifty Plan
-12.84
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NAME OF THE FUNDS α = Rpt-Rft - β (Rmt-Rft)
SBI Magnum Index Fund
-19.66
ICICI Prudential Blended Plan B- Option II
-9.75
ICICI Prudential Blended Plan B- Option I
-31.89
Birla Sun Life international Equity Plan A 13.09
Principal Global Opportunities Fund
-15.08
IDFC Arbitrage Fund Plan B
-15.06
Reliance Arbitrage Advantage Fund
-10.04
Axis Midcap Fund
-15.12
Reliance Equity Linked Saving Fund Series 1
-17.83
ICICI Prudential R.I.G.H.T Fund
-15.74
ICICI Prudential FMCG Fund-Dividend
-19.37
ICICI Prudential Technology Fund 27.96
Birla Sun Life MNC Fund- Dividend
-20.91
IDFC Nifty Fund
-13.61
ING Large Cap Equity Fund
-21.16
Reliance Index Fund-Nifty Plan
-14.19
Canara Robeco Balance
-23.24
LIC Nomura MF balanced Fund
-16.98
UTI Spread Fund
-14.39
Canara Robeco Large Cap + Fund
-16.36
UTI India Lifestyle Fund
-15.98
Canara Robeco Emerging Equities
-25.11
SBI Blue Chip Fund
-15.56
UTI Long Term Advantage Fund-Series II
-18.18
SBI Tax Advantage Fund Series II
-18.78
UTI MNC Fund
-11.17
SBI Magnum Sector Funds- Umbrella Pharma
-28.91
UTI Transportation and Logistics Fund
-28.91
LIC Nomura MF Index Fund- Nifty Plan
-22.09
Canara Robeco Nifty Index
-27.16
SBI Magnum Index Fund
-8.00
(Detailed calculations have been shown in Annexure 5 at page 193)
Jensen’s research also suggest that some funds only have positive alpha and most of the
funds have negative alpha indicating in bold terms that the fund managers are not able to
outperform the market.
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A positive and significant value of α will indicate superior selectivity skills of the fund
managers. In most of the cases it is clear that the fund managers have not been able to utilize
their selectivity skills as the value of Alpha is negative in these funds.
4.3.3 Market timing
In order to measure the market timing ability it is imperative to consider the beta coefficient
as the expected return on a managed portfolio is a linear function of its beta. The beta
actually measures sensitivity of a security’s returns to changes in the return on the market.
Hence two methods have been undertaken in the study to know the market timing abilities:
 Treynor-Mazuy(1966) and
 Henriksson-Merton (1981).
4.3.3.1 Treynor Mazuy Model
The Treynor-Mazuy Measure is an absolute measure of performance.
This indicator represents the part of the mean return of the fund that cannot be explained by
common factorial risk exposure (supposing, this time that the market risk sensitivity is
modified through the sample). It is a function of how good were the anticipations of the
manager concerning market factor evolutions.
Thus the model is specified as the following:
Rpt-Rft = α + β ( Rmt- Rft ) + γ ( Rmt-Rft )2 ………….. (3)
where,
Rpt = return on the fund for period t
Rmt = return on the market index for period t
Rft = risk-free return
α, β, γ are the parameters of the model and can be estimated by the standard OLS technique
while all other symbols have their usual meanings.
The calculation of Gamma is given as per Table 4.8.
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Table 4.8
Calculation of Gamma of funds under study
NAME OF THE  FUNDS γ = (Rpt-Rft) - α – β(Rmt- Rft ) / ( Rmt-Rft )2
Axis Triple Advantage Fund
-4.440
ICICI Prudential Blended Plan B- Option II 6.661
ICICI Prudential Blended Plan B- Option I
-2.220
Birla Sun Life international Equity Plan A
-2.220
Principal Global Opportunities Fund
-4.440
Reliance Arbitrage Advantage Fund
-8.881
JM Arbitrage Advantage Fund 8.881
Axis Midcap Fund
-4.440
BNP Paribas Tax Advantage Plan 0
Reliance Equity Linked Saving Fund Series 1 1.554
ICICI Prudential R.I.G.H.T Fund 2.220
ICICI Prudential –FMCG Fund-Growth
-8.881
Birla Sun Life MNC Fund-Growth 6.661
Motilal Oswal Most Shares NASDAQ 100 ETF 6.661
Goldman Sachs Hang Seng Exchange Traded
Scheme 0
Canara Robeco Balance
-2.220
Canara Robeco Balance 0
LIC Nomura MF balanced Fund 0
UTI Wealth Builder Fund Series II
-1.554
SBI Magnum Sector Funds- Umbrella Emerging
Business 1.332
UTI Spread Fund
-4.440
SBI Arbitrage Opportunities Fund
-6.661
Canara Robeco F.O.R.C.E Fund - Institutional Plan 1.332
Canara Robeco Equity Tax Saver
-8.881
SBI Magnum Tax Gain Scheme 93 0
UTI Long Term Advantage Fund-Series II
-8.881
SBI Magnum Sector Funds- Umbrella FMCG 1.332
UTI Transportation and Logistics Fund 1.332
LIC Nomura MF Index Fund- Nifty Plan
-4.440
SBI Magnum Index Fund 0
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NAME OF THE  FUNDS γ = (Rpt-Rft) - α – β(Rmt- Rft ) / ( Rmt-Rft )2
ICICI Prudential Blended Plan B- Option II 0
ICICI Prudential Blended Plan B- Option I
-1.776
Birla Sun Life international Equity Plan A
-2.220
Principal Global Opportunities Fund
-4.440
IDFC Arbitrage Fund Plan B
-6.661
Reliance Arbitrage Advantage Fund 2.220
Axis Midcap Fund 8.881
Reliance Equity Linked Saving Fund Series 1 8.881
ICICI Prudential R.I.G.H.T Fund 4.440
ICICI Prudential FMCG Fund-Dividend
-1.554
ICICI Prudential Technology Fund
-8.881
Birla Sun Life MNC Fund- Dividend 0
IDFC Nifty Fund 0
ING Large Cap Equity Fund 8.881
Reliance Index Fund-Nifty Plan 0
Canara Robeco Balance
-8.881
LIC Nomura MF balanced Fund
-1.776
UTI Spread Fund 0
Canara Robeco Large Cap + Fund 8.881
UTI India Lifestyle Fund
-8.881
Canara Robeco Emerging Equities 0
SBI Blue Chip Fund
-8.881
UTI Long Term Advantage Fund-Series II
-8.881
SBI Tax Advantage Fund Series II
-8.881
UTI MNC Fund
-8.881
SBI Magnum Sector Funds- Umbrella Pharma 0
UTI Transportation and Logistics Fund 0
LIC Nomura MF Index Fund- Nifty Plan 1.776
Canara Robeco Nifty Index
-1.776
SBI Magnum Index Fund 0
(Detailed calculations have been shown in Annexure 6 at page 199)
Accuracy and reliability of this measure is based on the quality of the market proxy and on
the hypothesis that market timing capacity of the fund manager is stable.
According to Treynor and Mazuy γ is the measure of market timing. A significantly positive
value of γ denotes the presence of market timing ability. But if we look at the results there is
a clear revelation that the fund managers have lacked in the market timing ability also. There
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is a clear understanding of the fact that the fund managers are not able to judge or anticipate
the changes in the market and hence the investors tend to lose their trust on the mutual funds
which is one of the greatest reasons for loss of confidence in the mutual funds.
4.3.3.2 HENRIKSSON MERTON MODEL
The Merton-Henriksson Measure is an absolute measure of performance.
This conjecture can be estimated by the following equation using a dummy variable:
Rpt- Rft = α + β (Rmt - Rft) + γ [D (Rmt - Rft) 2 …… (6)
where, D = 0 if Rm> Rf = -1 otherwise
The calculation of D is as per Table 4.9.
Table 4.9
Calculation of D of funds under study
NAME OF THE FUNDS γ D
Axis Triple Advantage Fund
-4.440 1.207
ICICI Prudential Blended Plan B- Option II 6.661 -8.034
ICICI Prudential Blended Plan B- Option I
-2.220 2.410
Birla Sun Life international Equity Plan A
-2.220 2.408
Principal Global Opportunities Fund
-4.440 1.211
Reliance Arbitrage Advantage Fund
-8.881 6.048
JM Arbitrage Advantage Fund 8.881 -6.048
Axis Midcap Fund
-4.440 1.209
BNP Paribas Tax Advantage Plan 0 0
Reliance Equity Linked Saving Fund Series 1 1.554 -3.448
ICICI Prudential R.I.G.H.T Fund 2.220 -2.408
ICICI Prudential –FMCG Fund-Growth
-8.881 6.030
Birla Sun Life MNC Fund-Growth 6.661 -8.038
Motilal Oswal Most Shares NASDAQ 100
ETF 6.661 -8.038
Goldman Sachs Hang Seng Exchange Traded
Scheme 0 0
Canara Robeco Balance
-2.220 2.482
Canara Robeco Balance 0 0
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NAME OF THE FUNDS γ D
LIC Nomura MF balanced Fund 0 0
UTI Wealth Builder Fund Series II
-1.554 3.575
SBI Magnum Sector Funds- Umbrella
Emerging Business 1.332 -4.149
UTI Spread Fund
-4.440 1.244
SBI Arbitrage Opportunities Fund
-6.661 8.298
Canara Robeco F.O.R.C.E Fund -
Institutional Plan 1.332 -4.152
Canara Robeco Equity Tax Saver
-8.881 6.190
SBI Magnum Tax Gain Scheme 93 0 0
UTI Long Term Advantage Fund-Series II
-8.881 6.174
SBI Magnum Sector Funds- Umbrella FMCG 1.332 -4.107
UTI Transportation and Logistics Fund 1.332 -4.107
LIC Nomura MF Index Fund- Nifty Plan
-4.440 1.232
SBI Magnum Index Fund 0 0
ICICI Prudential Blended Plan B- Option II 0 0
ICICI Prudential Blended Plan B- Option I
-1.776 3.081
Birla Sun Life international Equity Plan A
-2.220 2.427
Principal Global Opportunities Fund
-4.440 1.264
IDFC Arbitrage Fund Plan B
-6.661 8.397
Reliance Arbitrage Advantage Fund 2.220 -2.508
Axis Midcap Fund 8.881 -6.290
Reliance Equity Linked Saving Fund Series 1 8.881 -6.258
ICICI Prudential R.I.G.H.T Fund 4.440 -1.239
ICICI Prudential FMCG Fund-Dividend
-1.554 3.515
ICICI Prudential Technology Fund
-8.881 6.062
Birla Sun Life MNC Fund- Dividend 0 0
IDFC Nifty Fund 0 0
ING Large Cap Equity Fund 8.881 -1.267
Reliance Index Fund-Nifty Plan 0 0
Canara Robeco Balance
-8.881 1.318
LIC Nomura MF balanced Fund
-1.776 6.966
UTI Spread Fund 0 0
Canara Robeco Large Cap + Fund 8.881 -1.436
UTI India Lifestyle Fund
-8.881 1.429
Canara Robeco Emerging Equities 0 0
SBI Blue Chip Fund
-8.881 1.832
UTI Long Term Advantage Fund-Series II
-8.881 1.971
SBI Tax Advantage Fund Series II
-8.881 1.805
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NAME OF THE FUNDS γ D
UTI MNC Fund
-8.881 1.4621
SBI Magnum Sector Funds- Umbrella
Pharma 0 0
UTI Transportation and Logistics Fund 0 0
LIC Nomura MF Index Fund- Nifty Plan 1.776 -1.862
Canara Robeco Nifty Index
-1.776 1.834
(Detailed calculations have been shown in Annexure 7 at page 205)
A positive gamma and D is an indication of superior market timing ability but the calculation
in the above table suggests that the fund managers were not able to outperform the market as
per the Henriksson Merton Model also.
4.3.4 Relationship between Market timing and Selectivity
The study checks whether there exists any relation between timing abilities and selectivity
skills of a fund manager. Correlation coefficient shows the strength of relationship between
the two measures. This is given in Table 4.10.
Table 4.10
Correlation coefficient between measures of selectivity
and measure of timing
NAME OF THE FUNDS
CORRELATION BETWEEN
MARKET TIMING AND
SELECTIVITY
Axis Triple Advantage Fund
-0.150
ICICI Prudential Blended Plan B- Option II
-0.154
ICICI Prudential Blended Plan B- Option I
-0.147
Birla Sun Life international Equity Plan A
-0.148
Principal Global Opportunities Fund
-0.149
Reliance Arbitrage Advantage Fund
-0.153
JM Arbitrage Advantage Fund
-0.163
Axis Midcap Fund -0.153
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NAME OF THE FUNDS
CORRELATION BETWEEN
MARKET TIMING AND
SELECTIVITY
BNP Paribas Tax Advantage Plan
-0.157
Reliance Equity Linked Saving Fund Series 1
-0.156
ICICI Prudential R.I.G.H.T Fund -0.141
ICICI Prudential –FMCG Fund-Growth -0.136
Birla Sun Life MNC Fund-Growth
-0.147
Motilal Oswal Most Shares NASDAQ 100 ETF
-0.137
Goldman Sachs Hang Seng Exchange Traded
Scheme -0.127
Canara Robeco Balance
-0.124
Canara Robeco Balance
-0.125
LIC Nomura MF balanced Fund
-0.122
UTI Wealth Builder Fund Series II
-0.119
SBI Magnum Sector Funds- Umbrella Emerging
Business
-0.144
UTI Spread Fund
-0.124
SBI Arbitrage Opportunities Fund
-0.128
Canara Robeco F.O.R.C.E Fund - Institutional Plan
-0.137
Canara Robeco Equity Tax Saver
-0.113
SBI Magnum Tax Gain Scheme 93
-0.127
UTI Long Term Advantage Fund-Series II
-0.123
SBI Magnum Sector Funds- Umbrella FMCG
-0.139
UTI Transportation and Logistics Fund
-0.109
LIC Nomura MF Index Fund- Nifty Plan
-0.073
SBI Magnum Index Fund
-0.077
ICICI Prudential Blended Plan B- Option II
-0.068
ICICI Prudential Blended Plan B- Option I
-0.059
Birla Sun Life international Equity Plan A
-0.111
Principal Global Opportunities Fund
-0.110
IDFC Arbitrage Fund Plan B
-0.117
Reliance Arbitrage Advantage Fund
-0.133
Axis Midcap Fund
-0.116
Reliance Equity Linked Saving Fund Series 1
-0.070
ICICI Prudential R.I.G.H.T Fund
-0.013
ICICI Prudential FMCG Fund-Dividend 0.032
ICICI Prudential Technology Fund
-0.034
Birla Sun Life MNC Fund- Dividend
-0.070
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NAME OF THE FUNDS
CORRELATION BETWEEN
MARKET TIMING AND
SELECTIVITY
IDFC Nifty Fund
-0.057
ING Large Cap Equity Fund
-0.042
Reliance Index Fund-Nifty Plan 0.012
Canara Robeco Balance 0.036
LIC Nomura MF balanced Fund 0.017
UTI Spread Fund
-0.051
Canara Robeco Large Cap + Fund
-0.029
UTI India Lifestyle Fund 0.057
Canara Robeco Emerging Equities 0.030
SBI Blue Chip Fund 0.075
UTI Long Term Advantage Fund-Series II 0.053
SBI Tax Advantage Fund Series II 0.029
UTI MNC Fund
-0.010
SBI Magnum Sector Funds- Umbrella Pharma -0.092
UTI Transportation and Logistics Fund
-0.118
LIC Nomura MF Index Fund- Nifty Plan
-0.160
Canara Robeco Nifty Index
-1
(Detailed calculations have been shown in Annexure 6 at page 190)
The table clearly shows that there is no or negative correlation between the market timing
and selectivity skills of the fund managers which means that these two parameters are not
related to each other in the sample under study.
While the evidence has largely found that inferior market timing decisions are compensated
for by superior stock selection skills.
4.3.5 Relationship between Primary Data Analysis and Secondary Data Analysis
The literature review has always been focusing on the fact that fund managers have not been
in a position to outperform the market. This can be verified with the results by Treynor and
Mazuy and Irwin who pioneered the study on the topic. In this research also the results
clearly depict and second the same analysis that the fund managers were not able to apply
their logical and analytical skills in order to give returns to the investors.
Also the fund managers were not able to utilize the skills of forecasting so that the portfolios
may be adjusted as per the market movements.
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The fund managers under the study could not state out finely how they decide upon when and
by what amount should the portfolio be changed w.r.t the market movements and hence it is
clear that even when there is a boom in the market the investor does not stand to earn
superior returns. Also the fund managers are not able to timer their decisions very effectively
hence the opportunities are foregone easily resulting in loss of extra returns to the investors.
4.3.6 Findings Based on Questionnaire
The study on selectivity and market timing abilities of the fund managers have been done at
various times by various researchers and more or less most of them have concluded that the
fund managers have not been able to outperform the market.
In order to do the cross referencing, F test was conducted on various responses by the fund
managers to find the impact and variance in the responses.
First test was conducted on the Beta of the funds and the experience of the fund managers to
see whether the Beta of the funds under study is impacted by the experience and the
application of the skills of the fund managers and also whether their experience has an
impact on the Beta of the funds.
The distribution table is as follows:
EXPERIENCE OF THE FUND
MANAGERS TOTAL1-2
YRS 3-4 YRS 5-8 YRS >8 YRS
BETA
OF
THE
FUNDS
0-1 1 2 11 2 16
1-2 2 3 21 1 27
2-5 2 5 3 2 12
>5 1 2 1 1 5
TOTAL 6 12 36 6 60
The hypotheses being tested are as follows:
I H0= There is no significant difference between the beta of the funds and the
experience of the funds
H1 = There is significant difference between the  beta of the funds and the experience
of the funds
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II H0= There is no significant difference between the experience of the fund and the beta
of the funds under study.
H1 = There is significant difference between the experience of the fund managers and
the beta of the funds under study.
The results of the tests are as under:
SOURCES
OF
VARIATION
DEGREE
OF
FREEDOM
SUM OF
SQUARES
MEAN
SQUARES F
Beta of the
fund
managers
3 63.5 21.17 F39=0.009
Experience
of the fund
Managers
3 153 51 F39=0.02
Error 9 192.5 21.39
TOTAL 15 409
The table value of F39 at 5% level of significance is 3.86 as per the Table. The corresponding
sample F value as calculated for both the above hypothesis is 0.009 and 0.02 respectively.
Since the computed F values are less as compared to the corresponding table values, the null
hypothesis is accepted in both the cases. Therefore, it can be concluded that there is an
insignificant impact of beta of the funds on the experience of the funds.
This can be also be proved from the secondary data which clearly states from various
researches done in the past that the beta of the funds have no relationship with the experience
of the fund managers. The fund managers in all the cases have not been able to outguess or
outperform the market and the investors are left totally on the performance of the market.
The next cross referencing was done on the type of investment done by the fund managers in
the portfolio and its impact on the beta of the funds under study and vice versa.
The distribution table is as follows:
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INVESTMENT IN THE PORTFOLIO
TOTALLargeDomestic
Companies
Small
Domestic
Companies
Large
Foreign
Companies
Small
Foreign
Companies
BETA
OF
THE
FUNDS
0-
1 9 1 4 2 16
1-
2 17 2 6 2 27
2-
5 3 1 5 3 12
>5 1 2 0 2 5
TOTAL 30 6 15 9 60
The hypotheses being tested are as follows:
I H0= There is no significant difference between the beta of the funds and the type of
investment done by the fund managers in the portfolio.
H1 = There is significant difference between the beta of the funds and the type of
investment done by the fund managers in the portfolio.
II H0= There is no significant difference between the type of investment done by the fund
managers in the portfolio and the beta of the funds under study.
H1 = There is significant difference between the type of investment done by the fund
managers in the portfolio and the beta of the funds under study.
The results of the tests are as under:
SOURCES OF
VARIATION
DEGREE
OF FREEDOM
SUM OF
SQUARES
MEAN
SQUARES F
Beta of the
fund managers 3 63.5 21.17 F
3
9=1.59
Investment in
the Portfolio 3 67.25 22.41 F
3
9=1.69
Error 9 192.5 13.25
TOTAL 15 250
The table value of F39 at 5% level of significance is 3.86 as per the Table. The corresponding
sample F value as calculated for both the above hypothesis is 1.59 and 1.69 respectively.
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Since the computed F values are less as compared to the corresponding table values, the null
hypothesis is accepted in both the cases.
Hence this is also proved that for the fund under study the beta is not impacted by the type of
investment done in the portfolio and neither does the investment have an impact on the
portfolio and both the factors are independent of each other. That means even if eth fund
managers use their skills in identifying those areas of investment where market value is high,
this will not have any impact on the performance of the funds.
The next cross referencing was done on the beta of the funds under study and their
relationship and impact on the factors which a re critical to the selection of the scripts in the
portfolio.
The distribution table is as follows:
FACTORS CRITICAL TO THE SELECTION OF
SCRIPTS IN THE PORTFOLIO
TOTA
L
Consisten
cy of
stock
prices on
Stock
Exchange
Current
Profitabilit
y and
future
projections
Entr
y of
new
firm
s
No. of
custome
rs
with
high
risk
Growth
Rate of
Econom
y
BETA
OF
THE
FUNDS
0-1 9 3 1 2 1 16
1-2 19 4 2 1 1 27
2-5 1 7 2 1 1 12
>5 0 1 1 2 1 5
TOTAL 29 15 6 6 4 60
The hypotheses being tested are as follows:
I H0= There is no significant difference between the beta of the funds and the factors
critical to the selection of scripts in the portfolio.
H1 = There is significant difference between the beta of the funds and the factors
critical to the selection of scripts in the portfolio.
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II H0= There is no significant difference between the factors critical to the selection of
scripts in the portfolio and the beta of the funds under study.
H1 = There is significant difference between the factors critical to the selection of
scripts in the portfolio and the beta of the funds under study.
The results of the tests are as under:
SOURCES
OF
VARIATION
DEGREE
OF
FREEDOM
SUM OF
SQUARES
MEAN
SQUARES F
Beta of the
fund
managers
3 41.33 13.77 F312=0.78
Factors
critical to the
selection of
scripts in the
portfolio
4 99.03 24.75 F412=1.39
Error 12 212.17 17.68
TOTAL 19 352.53
The table value of F312 at 5% level of significance is 3.49 and F412 is 3.26 as per the Table.
The corresponding sample F value as calculated for both the above hypothesis is 0.78 and
1.39 respectively.
Since the computed F values are less as compared to the corresponding table values, the null
hypothesis is accepted in both the cases.
The factors which are critical to the selection of scripts in the fund also do not have any
impact on the Beta of the funds and vice versa also holds true.
The next cross referencing has been done on the response to the market movements and the
frequency of changes in the fund’s portfolio. The distribution table is as follows:
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FREQUENCY OF CHANGES
IN FUND PORTFOLIO
TOTALOnce
a yr
3-4
times
a yr
5-
10times
a yr
>10
times
a yr
FREQUENCY
OF
RESPONSE
TO MARKET
MOVEMENTS
Within 2-3
days 1 0 2 2 5
Within
One Week 3 1 3 3 10
Within
One
fortnight
6 34 2 3 45
TOTAL 10 35 7 8 60
The hypotheses being tested are as follows:
I H0= There is no significant difference between the frequency of response to market
movements and the frequency of changes in fund portfolio.
H1 = There is significant difference between the frequency of response to market
movements and the frequency of changes in fund portfolio.
II H0= There is no significant difference between the frequency of changes in fund
portfolio and the frequency of response to market movements.
H1 = There is significant difference between the frequency of changes in fund portfolio
and the frequency of response to market movements.
The results of the tests are as under:
SOURCES
OF
VARIATION
DEGREE
OF
FREEDOM
SUM OF
SQUARES
MEAN
SQUARES F
Frequency of
response to
market
movements
2 416.67 208.33 F26=3.61
Frequency of
changes in
fund
portfolio
3 179.3 59.7 F36=1.035
Error 6 346.03 57.67
TOTAL 11 942
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The table value of F26 at 5% level of significance is 5.14  and F36 is 4.76 as per the Table.
Since the computed F value is less than the corresponding table values, hence the null
hypothesis is accepted which means that the frequency of response to market movements has
no direct significance on the frequency of changes in fund portfolio.
The next cross referencing was done on the trends in the customer base w.r.t the returns
earned by the fund vis-à-vis the market and the distribution table is as follows:
RETURNS EARNED BY THE
FUNDS VIS-À-VIS THE
MARKET TOTAL
< 8.0%
P.A
8.0%-
8.5%P.A
8.5-
8.8P.A.
TRENDS IN
CUSTOMER
BASE
Increased 0 1 35 36
No Fixed
Trend 0 1 19 20
Reduced 2 2 0 4
TOTAL 2 4 54 60
The hypotheses being tested are as follows:
I H0= There is no significant difference between the trends in customer base and the
returns earned by the funds vis-à-vis the market.
H1 = There is significant difference between the trends in customer base and the returns
earned by the funds vis-à-vis the market.
II H0= There is no significant difference between the returns earned by the funds vis-à-vis
the market and the trends in customer base.
H1 = There is significant difference between the returns earned by the funds vis-à-vis
the market and the trends in customer base.
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The results of the tests are as under:
SOURCES
OF
VARIATION
DEGREE
OF
FREEDOM
SUM OF
SQUARES
MEAN
SQUARES F
Trends in
Customer
Base
2 170.67 85.335 F24=0.76
Returns
earned by the
fund vis-à-vis
the market
2 578.67 289.335 F24=2.59
Error 4 446.67 111.665
TOTAL 8 1196
The table value of F24 at 5% level of significance is 6.94 as per the Table. Since the
computed F value is less than the corresponding table values, hence the null hypothesis is
accepted in both the cases which means that neither the frequency of response to market
movements has direct significance on the frequency of changes in fund portfolio nor the vice
versa is true.
Another cross referencing was done on the tracking done by the fund managers in relation to
the market movements and the response to the market movements. The distribution table is
as follows:
RESPONSE TO MARKET
MOVEMENTS
TOTALWithin
2-3
days
Within
one
Week
Within
One
Fortnight
TRACKING
MARKET
MOVEMENTS
Proactively 2 6 28 36
Reactively 3 4 17 24
TOTAL 5 10 45 60
The hypotheses being tested are as follows:
I H0= There is no significant difference between the tracking in market movements and
the response to the market movements.
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H1 = There is significant difference between the tracking in market movements and the
response to the market movements.
II H0= There is no significant difference between the response to the market movements
and tracking in market movements.
H1 = There is significant difference between the response to the market movements and
tracking in market movements.
The results of the tests are as under:
SOURCES
OF
VARIATION
DEGREE
OF
FREEDOM
SUM OF
SQUARES
MEAN
SQUARES F
Tracking of
market
movements
1 24 24 F12=1.23
Response to
the market
movements
2 475 237.5 F22=12.18
Error 2 39 19.5
TOTAL 5 538
The table value of F12 at 5% level of significance is 18.51 and F22 is 19.00 as per the Table.
Since the computed F value is less than the corresponding table values, hence the null
hypothesis is accepted in both the cases which means that neither the frequency of response
to market movements has direct significance on the tracking of market movements nor the
vice versa is true.
The literature review done by various researchers also support all the above findings such as
the study done by Treynor and Mazuy in 1966 also suggests that the fund managers were not
able to outguess the market movements and the investors had to rely on the market
movements to hedge the risk on their portfolios.
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The results of this research also clearly reveal that the there is no or negative correlation
between market timing and selectivity skills of the fund managers.
Also when tested individually the fund managers were not able to strategically use the market
information in deciding proactively about the change in the investments to reduce the loss of
trust and confidence of the investor. The same trend was indicated by the models used to test
the selectivity skills of the fund managers.
This trend can also be attributed to the study done by Fletcher in 1995 where he studied fund
in UK and concluded that there was no evidence of superior ability skills demonstrated by
the fund managers in increasing the returns to the investors.
Maria Do Ceu Cortez and Florinda Silva (2002) revealed that mutual fund managers were not
able to offer higher returns due to their inability in stock selection and market timing. For
short periods fund managers were able to offer superior returns.
One variation in the literature has been seen by Shukla and Singh in 1994 who attempted to
identify whether portfolio manager’s professional education brought out superior
performance. They found that equity mutual funds managed by professionally qualified
managers were riskier but better diversified than the others. Though the performance
differences were not statistically significant, the three professionally qualified fund managers
reviewed outperformed others.
A study was done by Jayadev M in 1996 who studied the performance of UTI Mastergain
1991 and SBI Magnum Express from 1992-94 with 13 percent return offered by Post Office
Monthly Income Deposits as risk-free return. Both the funds did not earn superior returns
because of lack of selectivity on the part of the fund managers indicating that, the funds did
not offer the advantages of professionalism to the investors.
Irissappane Aravazhi (2000) evaluated the investment pattern and performance of 34 close-
end schemes from 1988-98 and elicited the views of investors and managers belonging to
Chennai, Mumbai, Pune and Delhi. He further identified that the fund managers of 26
schemes had missed the chance of gaining from scheduling with response to changes in the
market.
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Also a study by Saha, Tapas Rajan (2003) identified that Prudential ICICI Balanced Fund,
Zurich(I) Equity Fund were the best among the equity funds while Pioneer ITI Treasury
scheme was the best among debt schemes. He concluded that, the efficiency of the fund
managers was the key in the success of mutual funds and so the AMCs had to ensure more
professional outlook for better results.
Manzoor Ahmad & Udayan Samajpati in 2010 found that the evidence on selectivity
improves marginally when we use higher frequency data such as daily returns instead of
monthly returns. The fund managers in India do not seem to possess significant market
timing ability when we use monthly data.
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5.1 CONCLUSIONS 
 
5.1.1  Study of Degree of Competition in Mutual Funds in India 
 
 The mutual fund industry in India is undergoing a phase where companies are trying to 
move in a manner which leads to amalgamation as the revenues are falling and the 
operating costs are increasing at a fast pace. Also there are a lot of regulatory pressures 
that have been put up on the mutual fund companies in the recent past which demand 
for an increase in the investment by the asset management companies. In this turbulent 
economic arena, it becomes imperative for the mutual fund firms to carefully capture 
the market and allow for increase in the competition that too in a healthy manner so as 
to let the market develop in the best of its manner. 
 The primary data and secondary data analysis both support the proposition and the 
statement that there is an increase in the competition and which is favorable for the 
growth of any industry. The HHI which was calculated from the secondary data has 
clearly confirmed that this industry has a very high level of competition and also the 
market is very well constructed and evolved. 
 The HHI considers the distribution of the firms in reference to the relative size in a 
market. HHI nears 0 whenever the market is concentrated by large number of firms of 
comparatively identical size and reaches its to 10,000 points when a market is captured 
by one firm. The outcome of this research is that the HHI increases both as the number 
of firms in the market decreases and as the disparity in size between those firms 
increases. 
 The low level of concentration in the mutual fund industry is the evidence of the 
substantial degree of competition among the mutual funds. Though the HHI increased 
in few years after 2007 till 2010 when it was at its peak suggesting that the competition 
had fallen down but after that it started to fall down and it has consistently fallen down. 
The falling trend in concentration among the firms indicates that competition in the 
mutual fund industry is increasing. The trends with respect to the concentration among 
the mutual funds is shown in Figure 1 which is a downward sloping curve meaning the 
concentration among the funds has declined over the periods. That means competition 
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is increasing. A high level of competition is indicative of entry of new firms in the 
market and this trend can also be seen in the mutual fund industry. 
 The pragmatic results suggest that the competition in the mutual fund industry fosters 
intense competition and builds and creates market leaders and also ensures that the 
benefit from competition will lead to creation of a well developed and organized market. 
 Also it can be seen that since most of the fund schemes are opening up themselves also 
in the beyond 15 cities where the customer base is also very high and the growth rate is 
also very high due to lack of penetration and non availability of other schemes. 
Nonetheless the current study was conducted on the firms which were mostly situated 
in the T 15 cities. 
 
5.1.2 Comparison of Risk Return Relationships 
 
 The study has been clearly indicative of the fact that the risk return relationship is 
conducive to the investors which also helps the competition to grow and that is why this 
industry is evolving at a fast pace. 
 In most of the funds it can be seen that the reward to volatility ratio is too high which 
clearly indicates that the investors are typically rewarded as per the increase in the risk. 
The investors hence find the risk return ratio to be favorable to them hence they are 
interested in investing for long term. But there is an analogy to this result which draws 
inference from the research done by Goetzmann in 2005 which reveals that a high 
Sharpe ratio can be maintained for the funds by the fund managers by selling the put 
options at fair market prices but in such cases the performance of the fund with respect 
to timing ability will be poor. 
 The Sharpe ratio is positive which shows that the risk was hedged properly while 
giving returns to the investors. This ratio is quite helpful to the investors in deciding 
whether to retain the investment in a certain fund or not and high ratios are depiction of 
better returns to the investors. 
 In this study, Treynor ratio was also calculated to find out the risk adjusted performance. 
Unlike Sharpe, Treynor (Table 6.2) uses beta in the denominator instead of the standard 
deviation. A fund with a higher Treynor ratio implies that the fund has a better risk 
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adjusted return than that of another fund with a lower Treynor ratio. In most of the 
funds under study, the Treynor ratio is positive which is a motivator to the prospective 
investors to park their funds. 
 Jensen’s Alpha was also calculated to find out whether any value was added by the 
fund manager. As has already been discussed in the above section that the fund 
managers were not in a position to use their skills appropriately to provide better 
returns to the investors.  From the Table 5.2 it can easily be judged that the alpha is 
negative which is a clear indication of low returns to the investors. It will be an 
overstatement to say that the investors earn more than the market as the fund managers 
have never been able to outperform the market. Most of the researches done by the 
previous researchers has reaffirmed that none of the fund managers are able to utilize 
their intellectual and computational skills to find out how to react proactively to the 
changes in the market movements. 
 There is significant impact of alpha on the fund performance as the investors are ina  
position to clearly judge the performance of the fund managers and are able to identify 
the best out of the lot. The market is providing higher returns to the investors though 
the returns are quite stable and are being earned by way of the market disposition and 
not the ability of the fund managers but since the fund size has increased the benefit is 
moving to the fund managers resulting in increase in the fees. 
  
5.1.3 Analysis of Selectivity and Timing  Skills of fund Managers 
 
 The objective here was to explore if any of a fund’s fundamental characteristics are 
helpful in identifying fund with superior investment decisions driven by managers’ 
activities of selecting stocks and timing the broad market movements. 
 A statistical technique- correlation analysis was also done on the market timing and 
selectivity skills of the fund managers in order to find out whether there exists any 
positive or negative correlation between both and the results clearly show a negative 
relationship in most of the cases. Only in 20% of the fund sunder the study the 
correlation was found to be positive and that too there is just a little correlation which 
more or less conveys that the fund managers are not utilizing their intellect and 
forecasting skills to outguess the market. 
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 The data analysis has been able to support all the researches which have been 
previously done and also the concern for the investors about the role of fund managers. 
The study purports that fund managers have not been able to do very effective 
management by the use of their skills in order to manage the funds.  
 The fund managers were very skeptical in making changes in the portfolio and hence 
when asked about the frequency of changes done in portfolio most of them maintained 
the original portfolios and only minor changes were done in the portfolio. The change 
in the portfolio is also done by a team of professionals after proper study of the market 
movements and using various statistical techniques. 
 The primary data was also not able to identify any specific point where it could be 
suggested that the fund managers have actually used their professional abilities in order 
to increase the returns. The fund managers could not clearly state any technique and the 
timing of making substantial changes in their portfolio which was evident when they 
denied to pass such information straightaway. 
 The findings show that fund risk is negatively related to selectivity but positively 
related to timing returns, suggesting that managers whose activity specialization is 
stock selection are likely to show poor performance when managing funds with high 
exposures to broad market movements. In other words, funds with such attributes are 
better managed by market timer managers who are skillful at taking advantage on 
market-wide movements. 
 The findings are in congruence with the landmark study and research carried out by 
Jensen in 1968 that few or negligible fund managers only possess the timing ability and 
are able to make changes in the fund in order to outperform the market. The findings of 
this study are useful to investors and provide potential policy implications to the fund 
management industry. Since the investment actions of managers are not directly 
observable by investors, the findings on what fund characteristics affect managerial 
performance components provide useful insights to investors in making investment 
decisions. From the perspective of fund management companies, the findings imply 
that fund managers whose core activities are to formulate market timing strategies are 
in better positions to manage funds that are large in size and have high exposures to 
broad market movements. The observed opposite effects of fund characteristics 
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variables on stock selection and market timing returns also reaffirm past evidence that a 
trade-off exists between managers’ security selection and market timing abilities. 
 The results from Henrikson Merton model can be reaffirmed with the study done by 
Chang and Lewellen in 1984 where they found little fund timing ability amongst the 
fund mangers and hence it can be easily interpreted that even though the fund managers 
are associated with the management of the fund since long but still they do not possess 
any fund timing ability in order to accrue the returns to the investors. The same results 
were received by Fletcher in his research done in 1995 for the funds in UK where there 
was absence of a consistent performance by the funds. 
 The application of selectivity and market timing skills by the fund managers is very 
significant to the investment by the investors and also the asset management companies 
as the fund portfolios are actively manages and modified by these professionally 
qualified people. Hence it becomes imperative for the market to have information about 
the application of skills possessed by these managers. In this research and all the 
researches done by previous researchers it can be concluded that the managers have 
actually failed to transfer the benefits of the market and their fund managers to the 
investors. 
 
5.2 SUGGESTIONS 
 The fund managers need to be proactive in their approach while reducing or hedging 
the market risk of the investments. The investors as per the research only stand to earn 
with the movements as per the market movements and the fund managers are in no 
manner able to outguess the market. 
 The fund managers possess the requisite market and analytical knowledge but somehow 
they are not able to outperform the market. They can be advised to use their 
professional and experiential skills in order to provide the superior returns to the 
investors. 
 
 
 
 
 
                           111
5.3 DIRECTIONS FOR FUTURE RESEARCH 
 
 The current research has only taken into account the equity funds but the market 
consists also of many debt funds which constitutes a big share of the mutual fund 
market. A further research may be carried out on the same and a relationship between 
the current and the prospective research can be developed to find out the scope of the 
mutual fund market and industry. 
 The study is limited to a period of 10 years and the extensiveness of research can be 
explored for more viable results. 
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QUESTIONNAIRE 
 
This questionnaire is intended to seek information on how the fund manager has 
utilized his skills to provide best returns to the investors. This information is 
only being sought for research purposes and this data will be kept completely 
confidential and will not be published anywhere except for the thesis. 
 
NAME: …………………………………………………………………… 
(Optional) 
ORGANISATION: …………………………………………………………… 
DESIGNATION: ……………………………………………………………… 
CONTACT NO AND EMAIL ID: ………………………………………… 
 
1.For how many years you have been managing the current fund? 
i. 1-2 years 
ii. 3-4 years 
iii. 5-8 years 
iv. >10 years 
 
2.What % of funds is invested in which type of companies? 
i. Large domestic companies (Market value >5000 crores)……… 
ii. Small domestic companies (Market value <5000 crores)……… 
iii. Large foreign companies (Market value >10 billion $)………… 
iv. Small foreign companies (Market value < 10 billion $)……… 
 
3.What has been the consistency of the returns from the fund during 2001-12? 
i. Beta=……………………… 
ii. Alpha=…………………… 
 
4.Which is the benchmark fund in the current category? 
……………………………………………………………………………………
……………………………………………………………………………… 
 
5.Please rate the level of diversification in your fund’s portfolio. 
i. Well diversified 
ii. Selective investment 
 
6.How do you track the market movement? 
i. Proactively 
ii. Reactively 
 
7.How often do you make changes in the fund’s portfolio? 
i. Once a year 
ii. 3-4 times a year 
iii. 5-10 times a year 
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iv. > 10 times a year 
 
8.How many clients do you have? 
……………………………………… 
 
9.How do you respond to the market movements? 
i. Within 2-3 days 
ii. Within one week 
iii. Within one fortnight 
 
10. What is the last 3 year trend of your customer base? 
i. Consistently increased 
ii. No fixed trend 
iii. Reduced 
 
11. What is the most important factor for selection of scripts in your portfolio?                                                
……………………………………………………………………………………
……………………………………………………………………………………
……………………………………………………………………………………
……………… 
12. How do you rate yourself above your other competitors? What is your 
distinctive feature? 
……………………………………………………………………………………
……………………………………………………………………………………
………………………………………………………………………………… 
 
13. Where do you not invest and why? 
……………………………………………………………………………………
…………………………………………………………………………………… 
 
14. What is the maximum ratio of risk and return that you keep? 
……………………………………………………………………………………
………………………………………………………………………………… 
 
15. During last 6 months, what is the maximum return earned by your portfolio vis-
à-vis market? 
………………………………………………………………………………… 
16. How do you keep in touch with your clients? 
i. Through email 
ii. Through telephone 
iii. Personal meetings 
iv. All of the above 
17. How many clients have you added to the fund in the past 3 years? 
       
……………………………………………………………………………………. 
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18. The decision to change the funds in the portfolio is taken by: 
i. You alone 
ii. A team of professionals 
iii. Any others, please specify…………………………….. 
 
 
Thank you very much for your time and response. 
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Annexure 1 
List of Funds in Sample 
Private Sector Equity Growth Funds (15) 
 
EQUITY 
BALANCED 
EQUITY 
DIVERSIFIED 
EQUITY ELSS EQUITY 
SECTOR 
EQUITY INDEX 
Axis Triple 
Advantage Fund 
Birla Sun Life 
international 
Equity Plan A 
BNP Paribas Tax 
Advantage Plan 
ICICI Prudential –
FMCG Fund-
Growth 
Motilal Oswal 
Most Shares 
NASDAQ 100 
ETF 
ICICI Prudential 
Blended Plan B- 
Option II 
Principal Global 
Opportunities 
Fund 
Reliance Equity 
Linked Saving 
Fund Series 1 
Birla Sun Life 
MNC Fund-Growth 
Goldman Sachs 
Hang Seng 
Exchange Traded 
Scheme 
ICICI Prudential 
Blended Plan B- 
Option I 
Reliance 
Arbitrage 
Advantage Fund 
ICICI Prudential 
R.I.G.H.T Fund 
  
 JM Arbitrage 
Advantage Fund 
   
 Axis Midcap 
Fund  
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Private Sector Equity Dividend Funds (15) 
 
EQUITY 
BALANCED 
EQUITY 
DIVERSIFIED 
EQUITY ELSS EQUITY 
SECTOR 
EQUITY INDEX 
ICICI Prudential 
Blended Plan B- 
Option II 
Birla Sun Life 
international 
Equity Plan A 
Reliance Equity 
Linked Saving 
Fund Series 1 
ICICI Prudential –
FMCG Fund-
Dividend 
IDFC Nifty Fund 
ICICI Prudential 
Blended Plan B- 
Option I 
Principal Global 
Opportunities 
Fund 
ICICI Prudential 
R.I.G.H.T Fund 
ICICI Prudential 
Technology Fund 
ING Large Cap 
Equity Fund 
 IDFC Arbitrage 
Fund Plan B 
 Birla Sun Life 
MNC Fund- 
Dividend 
Reliance Index 
Fund-Nifty Plan 
 Reliance 
Arbitrage 
Advantage Fund 
   
 Axis Midcap 
Fund  
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Public Sector Equity Growth Funds (15) 
 
EQUITY 
BALANCED 
EQUITY 
DIVERSIFIED 
EQUITY ELSS EQUITY 
SECTOR 
EQUITY INDEX 
Canara Robeco 
Balance 
UTI Wealth 
Builder Fund 
Series III 
Canara Robeco 
Equity Tax Saver 
SBI Magnum 
Sector Funds- 
Umbrella FMCG 
LIC Nomura MF 
Index Fund- Nifty 
Plan 
Canara Robeco 
Balance 
SBI Magnum 
Sector Funds- 
Umbrella 
Emerging 
Business 
SBI Magnum Tax 
Gain Scheme 93 
UTI Transportation 
and Logistics Fund 
SBI Magnum 
Index Fund  
LIC Nomura MF 
balanced Fund 
UTI Spread 
Fund 
UTI Long Term 
Advantage Fund-
Series II 
  
 SBI Arbitrage 
Opportunities 
Fund 
   
 Canara Robeco 
F.O.R.C.E Fund 
-Institutional 
Plan  
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Public Sector Equity Dividend Funds (15) 
 
EQUITY 
BALANCED 
EQUITY 
DIVERSIFIED 
EQUITY ELSS EQUITY 
SECTOR 
EQUITY INDEX 
Canara Robeco 
Balance 
UTI Spread 
Fund 
UTI Long Term 
Advantage Fund-
Series II 
UTI MNC Fund LIC Nomura MF 
Index Fund- Nifty 
Plan 
LIC Nomura MF 
balanced Fund 
Canara Robeco 
Large Cap + 
Fund 
SBI Tax 
Advantage Fund 
Series II 
SBI Magnum 
Sector Funds- 
Umbrella Pharma 
Canara Robeco 
Nifty Index 
 UTI India 
Lifestyle Fund 
 UTI Transportation 
and Logistics Fund 
SBI Magnum 
Index Fund 
 Canara Robeco 
Emerging 
Equities 
   
 SBI Blue Chip 
Fund  
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Annexure 2 
 
Share of assets for each fund in total assets 
(June 2003 to June 2008) 
 
S. 
NO Mutual Funds 
June 
2003 
June  
2004 
June  
2005 
June  
2006 
June  
2007 
June   
2008 
1 HDFC Mutual 
Fund  11,961(3)12 16,105(3)10 15,708(4)9 24,391(4)9 35,630(4)9 52,711(3)9 
2 Reliance 
Mutual Fund  3,713 11,204 9,908 26,314(3)9 59,857(1)15 90,813(1)16 
3 ICICI 
Prudential 
Mutual Fund  
12,637(2)12 16,071(4)10 17,042(2)10 30,143(1)11 43,614(2)11 59,474(2)10 
4 Birla Sun Life 
Mutual Fund  7,307 9,397 10,027 14,609 19,525 41,075 
5 UTI Mutual 
Fund  16,015(1)16 18,875(1)12 21,976(1)13 30,115(2)11 39,032(3)9 50,771(4)8 
6 SBI Mutual 
Fund 3,951 5,296 7,189 13,634 20,273 30,132 
7 Franklin 
Templeton 
Mutual Fund  
11,152(4)11 17,342(2)11 16,255(3)10 21,650 26,469 24,742 
8 IDFC Mutual 
Fund  5,991 9,444 7,554 9,551 12,946 11,641 
9 Kotak Mahindra 
Mutual Fund 3,454 5,651 6,325 10,326 16,722 21,183 
10 DSP BlackRock 
Mutual Fund  3,315 6,389 6,472 11,074 12,753 20,540 
11 Tata Mutual 
Fund  1,786 6,389 6,472 11,159 14,837 23,853 
12 Deutsche 1,213 2,266 2,367 5,388 6,910 11,037 
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Mutual Fund  
13 L&T Mutual 
Fund  1,008 1,243 1,005 2,475 3,018 1,941 
14 
 
 
Sundaram 
Mutual Fund  1,598 1,841 2,036 4,938 9,400 12,992 
15 LIC NOMURA 
Mutual Fund  3,354 4,960 2,958 7,556 9,222 18,633 
16 Canara Robeco 
Mutual Fund  1,346 1,489 1,565 2,841 2,796 3,933 
17 HSBC Mutual 
Fund  1,639 5,463 7,251 10,451 14,314 17,357 
18 JM Financial 
Mutual Fund  149 4,111 3,780 3,040 3,758 11,655 
19 Baroda Pioneer 
Mutual Fund  220 419 152 200 308 60 
20 PRINCIPAL 
Mutual Fund  1,896 4,825 6,265 10,038 11,551 14,199 
21 Goldman Sachs 
Mutual Fund  10 78 620 1,044 7,200 2,642 
22 Taurus Mutual 
Fund  109 131 171 200 308 299 
23 ING Mutual 
Fund  867 1,472 2,073 3,645 5,346 8,496 
24 Escorts Mutual 
Fund  97 131 121 108 136 162 
25 Sahara Mutual 
Fund  3,866 345 565 188 187 176 
 Total 98,654 150,085 158,099  265,805 394,751  564,898 
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Share of assets for each fund in total assets 
(June 2009 to Sep 2013) 
 
S. 
NO
. 
Mutual Funds June  2009 
June 
2010 
June 
2011 
June  
2012 
Sep 
2013 
1 HDFC Mutual 
Fund  78,198(2)11.6 86,648(2)12.8 92,033(2)12.4 92,625(1)13.5 104,977(1)12.4 
2 Reliance Mutual 
Fund  108,332(1)16.1 101,320(1)15 101,259(1)13 80,694(2)11.8 97,771(2)11.5 
3 ICICI Prudential 
Mutual Fund  70,169(3)10.5 73,795(3)11.0 79,759(3)10.7 73,050(3)10.6 91,695(3)10.8 
4 Birla Sun Life 
Mutual Fund  56,283 63,112 67,475 67,206(4)9.8 79,761(4)9.4 
5 UTI Mutual Fund  67,978(4)10.1 64,446(4)9.5 69,105(4)9.3 60,923 74,707 
6 SBI Mutual Fund 34,061 33,728 47,874 47,184 59,163 
7 Franklin 
Templeton 
Mutual Fund  
25,473 34,564 34,729 35,533 41,722 
8 IDFC Mutual 
Fund  21,676 20,966 27,849 27,147 38,938 
9 Kotak Mahindra 
Mutual Fund 30,833 28,541 33,994 25,324 37,203 
10 DSP BlackRock 
Mutual Fund  17,396 21,416 30,022 30,002 33,041 
11 Tata Mutual Fund  21,223 18,464 25,006 20,754 20,883 
12 Deutsche Mutual 
Fund  13,616 9,017 11,084 13,852 18,563 
13 L&T Mutual 
Fund  2,509 3,693 5,215 3,046 13,782 
14 Sundaram Mutual 
Fund  13,315 12,717 14,541 13,228 15,459 
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15 LIC NOMURA 
Mutual Fund  32,415 30,049 9,338 5,919 6,818 
16 Canara Robeco 
Mutual Fund  7,624 8,533 8,625 7,580 7,193 
17 HSBC Mutual 
Fund  9,661 5,353 4,855 4,554 5,891 
18 JM Financial 
Mutual Fund  7,771 5,658 5,850 5,812 6,755 
19 Baroda Pioneer 
Mutual Fund  3,723 3,075 4,430 5,511 7,140 
20 PRINCIPAL 
Mutual Fund  8,695 6,828 5,434 4,660 4,849 
21 Goldman Sachs 
Mutual Fund  1,120 2,250 4,115 4,313 4,309 
22 Taurus Mutual 
Fund  561 2,439 5,021 3,745 4,464 
23 ING Mutual Fund  2,397 1,495 993 923 891 
24 Escorts Mutual 
Fund  201 196 209 196 268 
25 Sahara Mutual 
Fund  213 742 265 787 244 
 Total 670,705  675,859 741,175  685,410 846,563 
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Annexure 3 
 
CALCULATION OF HERFINDAHL HIRSCHMAN INDEX 
(June 2003 to June 2005) 
 
S. 
NO. 
Mutual 
Funds  
Jun-
03 
Market 
Share 
Square 
of 
Market 
Share 
Jun-
04 
Market 
Share 
Square 
of 
Market 
Share 
Jun-
05 
Market 
Share 
Square 
of 
Market 
Share 
1 HDFC 
Mutual 
Fund  11,961 12.124 146.996 16,105 10.670 113.849 15,708 10.07847 101.575 
2 
Reliance 
Mutual 
Fund  3,713 3.763 14.165 11,204 7.422 55.1004 9,908 6.357109 40.412 
3 
ICICI 
Prudential 
Mutual 
Fund  12,637 12.809 164.081 16,071 10.647 113.369 17,042 10.934 119.560 
4 Birla Sun 
Life 
Mutual 
Fund  7,307 7.4066 0 9,397 6.225 38.760 10,027 6.433 41.389 
5 UTI 
Mutual 
Fund  16,015 16.233 263.526 18,875 12.505 156.380 21,976 14.100 198.812 
6 SBI 
Mutual 
Fund 3,951 4.004 16.039 5,296 3.508 12.311 7,189 4.6125 21.275 
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7 
Franklin 
Templeto
n Mutual 
Fund  11,152 11.304 127.78 17,342 11.489 132.01 16,255 10.429 108.773 
8 IDFC 
Mutual 
Fund  5,991 6.0727 36.878 9,444 6.2569 39.148 7,554 4.846 23.490 
9 
Kotak 
Mahindra 
Mutual 
Fund 3,454 3.5011 12.257 5,651 3.743 14.017 6,325 4.058 16.469 
10 
DSP 
BlackRoc
k Mutual 
Fund  3,315 3.360 11.291 6,389 4.232 17.917 6,472 4.152 17.243 
11 Tata 
Mutual 
Fund  1,786 1.810 3.277 6,389 4.232 17.917 6,472 4.152 17.243 
12 
Deutsche 
Mutual 
Fund  1,213 1.229 1.511 2,266 1.501 2.253 2,367 1.5187 2.306 
13 L&T 
Mutual 
Fund  1,008 1.021 1.043 1,243 0.823 0.678 1,005 0.644 0.415 
14 
Sundaram 
Mutual 
Fund  1,598 1.619 2.623 1,841 1.219 1.487 2,036 1.306 1.706 
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15 
LIC 
NOMUR
A Mutual 
Fund  3,354 3.399 11.558 4,960 3.286 10.798 2,958 1.897 3.602 
16 Canara 
Robeco 
Mutual 
Fund  1,346 1.364 1.861 1,489 0.986 0.973 1,565 1.004 1.008 
17 HSBC 
Mutual 
Fund  1,639 1.661 2.760 5,463 3.619 13.099 7,251 4.652 21.644 
18 JM 
Financial 
Mutual 
Fund  149 0.151 0.022 4,111 2.723 7.418 3,780 2.425 5.882 
19 Baroda 
Pioneer 
Mutual 
Fund  220 0.223 0.049 419 0.277 0.077 152 0.097 0.009 
20 PRINCIP
AL 
Mutual 
Fund  1,896 1.921 3.693 4,825 3.196 10.218 6,265 4.019 16.158 
21 Goldman 
Sachs 
Mutual 
Fund  10 0.010 0.000 78 0.051 0.002 620 0.397 0.158 
22 Taurus 
Mutual 
Fund  109 0.110 0.012 131 0.086 0.007 171 0.109 0.012 
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23 ING 
Mutual 
Fund  867 0.878 0.772 1,472 0.975 0.951 2,073 1.330 1.769 
24 Escorts 
Mutual 
Fund  97 0.098 0.009 131 0.086 0.007 121 0.077 0.006 
25 Sahara 
Mutual 
Fund  3,866 3.918 15.356 345 0.228 0.052 565 0.362 0.131 
 Total 98,654 100 892 150,937 100 759 155,857 100 761 
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CALCULATION OF HERFINDAHL HIRSCHMAN INDEX 
(June 2006 to June 2008) 
 
S. 
NO. 
Mutual 
Funds  Jun-06 
Market 
Share 
Square of 
Market 
Share Jun-07 
Market 
Share 
Square of 
Market 
Share Jun-08 
Market 
Share 
Square of 
Market 
Share 
1 HDFC 
Mutual 
Fund  24,391 9.562 91.435 35,630 9.473 89.742 52,711 9.935 98.719 
2 
Reliance 
Mutual 
Fund  26,314 10.316 106.421 59,857 15.914 253.276 90,813 17.117 293.020 
3 
ICICI 
Prudentia
l Mutual 
Fund  30,143 11.817 139.645 43,614 11.596 134.467 59,474 11.210 125.677 
4 Birla Sun 
Life 
Mutual 
Fund  14,609 5.727 32.801 19,525 5.191 26.949 41,075 7.742 59.945 
5 UTI 
Mutual 
Fund  30,115 11.806 139.386 39,032 10.377 107.697 50,771 9.570 91.586 
6 SBI 
Mutual 
Fund 13,634 5.345 28.569 20,273 5.390 29.053 30,132 5.679 32.259 
7 Franklin 
Templeto
n Mutual 
Fund  21,650 8.487 72.039 26,469 7.037 49.526 24,742 4.663 21.750 
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8 IDFC 
Mutual 
Fund  9,551 3.744 14.020 12,946 3.442 11.847 11,641 2.194 4.814 
9 Kotak 
Mahindra 
Mutual 
Fund 10,326 4.048 16.387 16,722 4.446 19.767 21,183 3.992 15.943 
10 
DSP 
BlackRoc
k Mutual 
Fund  11,074 4.341 18.847 12,753 3.390 11.497 20,540 3.871 14.990 
11 Tata 
Mutual 
Fund  11,159 4.374 19.138 14,837 3.944 15.561 23,853 4.496 20.215 
12 
Deutsche 
Mutual 
Fund  5,388 2.112 4.461 6,910 1.837 3.375 11,037 2.080 4.328 
13 L&T 
Mutual 
Fund  2,475 0.970 0.941 3,018 0.802 0.643 1,941 0.365 0.133 
14 
Sundara
m Mutual 
Fund  4,938 1.935 3.747 9,400 2.499 6.246 12,992 2.448 5.997 
15 LIC 
NOMUR
A Mutual 
Fund  7,556 2.962 8.774 9,222 2.451 6.011 18,633 3.512 12.335 
16 
Canara 
Robeco 
Mutual 2,841 1.113 1.240 2,796 0.743 0.552 3,933 0.741 0.549 
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Fund  
17 HSBC 
Mutual 
Fund  10,451 4.097 16.786 14,314 3.805 14.483 17,357 3.271 10.704 
18 JM 
Financial 
Mutual 
Fund  3,040 1.191 1.420 3,758 0.999 0.998 11,655 2.196 4.826 
19 Baroda 
Pioneer 
Mutual 
Fund  200 0.078 0.006 308 0.081 0.006 60 0.011 0.000 
20 PRINCIP
AL 
Mutual 
Fund  10,038 3.935 15.486 11,551 3.071 9.432 14,199 2.676 7.163 
21 Goldman 
Sachs 
Mutual 
Fund  1,044 0.409 0.167 7,200 1.914 3.664 2,642 0.498 0.248 
22 Taurus 
Mutual 
Fund  200 0.078 0.006 308 0.081 0.006 299 0.056 0.003 
23 ING 
Mutual 
Fund  3,645 1.428 2.041 5,346 1.421 2.020 8,496 1.601 2.564 
24 Escorts 
Mutual 
Fund  108 0.04234 0.001 136 0.036 0.001 162 0.030 0.000 
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25 Sahara 
Mutual 
Fund  188 0.073 0.005 187 0.049 0.002 176 0.033 0.001 
 
 255,078 100 734 376,112 100 797 530,517 100 828 
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CALCULATION OF HERFINDAHL HIRSCHMAN INDEX 
(June 2009 to June 2011) 
 
S. 
NO. 
Mutual Funds  Jun-09 
Market 
Share 
Square of 
Market 
Share Jun-10 
Market 
Share 
Square of 
Market 
Share Jun-11 
Market 
Share 
Square of 
Market 
Share 
1 HDFC 
Mutual 
Fund  78,198 12.306 151.439 86,648 13.558 183.846 92,033 13.355 178.380 
2 
Reliance 
Mutual 
Fund  108,332 17.048 290.643 101,320 15.854 251.378 101,259 14.694 215.937 
3 
ICICI 
Prudential 
Mutual 
Fund  70,169 11.042 121.937 73,795 11.547 133.349 79,759 11.574 133.973 
4 
Birla Sun 
Life Mutual 
Fund  56,283 8.857 78.451 63,112 9.8759 97.535 67,475 9.792 95.884 
5 
UTI Mutual 
Fund  67,978 10.697 114.441 64,446 10.084 101.701 69,105 10.028 100.572 
6 
SBI Mutual 
Fund 34,061 5.360 28.731 33,728 5.277 27.855 47,874 6.947 48.268 
7 Franklin 
Templeton 
Mutual 
Fund  25,473 4.008 16.069 34,564 5.408 29.253 34,729 5.039 25.400 
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8 IDFC 
Mutual 
Fund  21,676 3.411 11.636 20,966 3.280 10.763 27,849 4.041 16.333 
9 Kotak 
Mahindra 
Mutual 
Fund 30,833 4.852 23.543 28,541 4.466 19.946 33,994 4.933 24.336 
10 
DSP 
BlackRock 
Mutual 
Fund  17,396 2.737 7.494 21,416 3.351 11.230 30,022 4.356 18.981 
11 
Tata Mutual 
Fund  21,223 3.339 11.154 18,464 2.889 8.348 25,006 3.628 13.168 
12 
Deutsche 
Mutual 
Fund  13,616 2.142 4.591 9,017 1.411 1.990 11,084 1.608 2.587 
13 L&T 
Mutual 
Fund  2,509 0.394 0.155 3,693 0.577 0.333 5,215 0.756 0.572 
14 
Sundaram 
Mutual 
Fund  13,315 2.095 4.390 12,717 1.990 3.960 14,541 2.110 4.452 
15 LIC 
NOMURA 
Mutual 
Fund  32,415 5.101 26.021 30,049 4.702 22.110 9,338 1.355 1.836 
16 Canara 
Robeco 
Mutual 
Fund  7,624 1.199 1.439 8,533 1.335 1.782 8,625 1.251 1.566 
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17 HSBC 
Mutual 
Fund  9,661 1.520 2.311 5,353 0.837 0.701 4,855 0.704 0.496 
18 JM 
Financial 
Mutual 
Fund  7,771 1.222 1.495 5,658 0.885 0.783 5,850 0.848 0.720 
19 Baroda 
Pioneer 
Mutual 
Fund  3,723 0.585 0.343 3,075 0.481 0.231 4,430 0.642 0.413 
20 PRINCIPA
L Mutual 
Fund  8,695 1.368 1.872 6,828 1.068 1.141 5,434 0.788 0.621 
21 Goldman 
Sachs 
Mutual 
Fund  1,120 0.176 0.031 2,250 0.352 0.123 4,115 0.597 0.356 
22 Taurus 
Mutual 
Fund  561 0.088 0.007 2,439 0.381 0.145 5,021 0.728 0.530 
23 
ING Mutual 
Fund  2,397 0.377 0.142 1,495 0.233 0.054 993 0.144 0.020 
24 Escorts 
Mutual 
Fund  201 0.031 0.001 196 0.030 0.000 209 0.030 0.000 
25 Sahara 
Mutual 
Fund  213 0.033 0.001 742 0.116 0.013 265 0.038 0.001 
 
Total 635,443 100 898 639,045 100 909 689,080 100 885 
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CALCULATION OF HERFINDAHL HIRSCHMAN INDEX 
(June 2012 to Sep 2013) 
 
 
S. 
NO
. 
Mutual Funds  Jun-12 
Market 
Share 
Square of 
Market 
Share Sep-13 
Market 
Share 
Square of 
Market 
Share 
1 
HDFC Mutual 
Fund  92,625 14.596 213.059 104,977 13.519 182.776 
2 
Reliance Mutual 
Fund  80,694 12.716 161.706 97,771 12.591 158.544 
3 
ICICI Prudential 
Mutual Fund  73,050 11.511 132.520 91,695 11.808 139.451 
4 
Birla Sun Life 
Mutual Fund  67,206 10.590 112.165 79,761 10.272 105.514 
5 
UTI Mutual 
Fund  60,923 9.600 92.173 74,707 9.621 92.566 
6 
SBI Mutual Fund 47,184 7.435 55.288 59,163 7.619 58.053 
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7 
Franklin 
Templeton 
Mutual Fund  35,533 5.599 31.355 41,722 5.373 28.871 
8 
IDFC Mutual 
Fund  27,147 4.278 18.301 38,938 5.014 25.146 
9 
Kotak Mahindra 
Mutual Fund 25,324 3.990 15.926 37,203 4.791 22.955 
10 
DSP BlackRock 
Mutual Fund  30,002 4.727 22.353 33,041 4.255 18.106 
11 
Tata Mutual 
Fund  20,754 3.270 10.696 20,883 2.689 7.232 
12 
Deutsche Mutual 
Fund  13,852 2.182 4.765 18,563 2.390 5.715 
13 
L&T Mutual 
Fund  3,046 0.480 0.230 13,782 1.774 3.150 
14 
Sundaram 
Mutual Fund  13,228 2.084 4.345 15,459 1.990 3.963 
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15 
LIC NOMURA 
Mutual Fund  5,919 0.9327 0.870 6,818 0.878 0.770 
16 
Canara Robeco 
Mutual Fund  7,580 1.194 1.426 7,193 0.926 0.858 
17 
HSBC Mutual 
Fund  4,554 0.717 0.515 5,891 0.758 0.575 
18 
JM Financial 
Mutual Fund  5,812 0.915 0.838 6,755 0.869 0.756 
19 
Baroda Pioneer 
Mutual Fund  5,511 0.868 0.754 7,140 0.919 0.845 
20 
PRINCIPAL 
Mutual Fund  4,660 0.734 0.539 4,849 0.624 0.389 
21 
Goldman Sachs 
Mutual Fund  4,313 0.679 0.461 4,309 0.554 0.307 
22 
Taurus Mutual 
Fund  3,745 0.590 0.348 4,464 0.574 0.330 
23 
ING Mutual 
Fund  923 0.145 0.021 891 0.114 0.013 
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24 
Escorts Mutual 
Fund  196 0.030 0.000 268 0.034 0.001 
25 
Sahara Mutual 
Fund  787 0.124 0.015 244 0.031 0.000 
 Total 634,568 100 881 776,487 100 857 
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Annexure 4 
 
CALCULATION OF BETA OF MUTUAL FUNDS 
 
S. 
No 
PRIVATE 
SECTOR EQUITY 
GROWTH FUNDS 
NAV 
AS ON 
24TH 
DEC 
% 
RETURN 
IN 1 
YEAR 
MARKE
T RATE 
OF 
RETURN 
=9.83% 
NAV 
AS ON 
24TH 
DEC 
2012 BETA 
1 Axis Triple 
Advantage Fund 12.65 0.43 -9.4 12.60 0.981 
2 ICICI Prudential 
Blended Plan B- 
Option II 12.01 9.89 0.06 10.93 0.979 
3 ICICI Prudential 
Blended Plan B- 
Option I 18.32 7.15 -2.68 17.10 0.979 
4 Birla Sun Life 
international Equity 
Plan A 15.97 32.68 22.85 12.04 0.978 
5 Principal Global 
Opportunities Fund 22.53 4.63 -5.2 21.53 0.984 
6 Reliance Arbitrage 
Advantage Fund 13.29 9.66 -0.17 12.12 0.983 
7 JM Arbitrage 
Advantage Fund 17.39 9.02 -0.81 15.95 0.983 
8 Axis Midcap Fund  13.93 4.66 -5.17 13.31 0.982 
9 BNP Paribas Tax 
Advantage Plan 17.93 7.74 -2.09 16.64 0.981 
10 Reliance Equity 
Linked Saving Fund 
Series 1 16.85 1.86 -7.97 16.54 0.980 
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11 ICICI Prudential 
R.I.G.H.T Fund 17.63 15.38 5.55 15.28 0.978 
12 ICICI Prudential –
FMCG Fund-Growth 115.06 8.81 -1.02 105.74 0.980 
13 Birla Sun Life MNC 
Fund-Growth 287.45 9.68 -0.15 262.08 0.979 
14 Motilal Oswal Most 
Shares NASDAQ 100 
ETF 220.75 50.81 40.98 146.38 0.979 
15 Goldman Sachs Hang 
Seng Exchange 
Traded Scheme 2017.37 18.23 8.4 1706.31 1.002 
16 Canara Robeco 
Balance 73.54 4.05 -5.78 70.68 1.008 
17 Canara Robeco 
Balance 32.29 21.8 11.97 26.51 1.006 
18 LIC Nomura MF 
balanced Fund 63.75 7.37 -2.46 59.37 1.017 
19 UTI Wealth Builder 
Fund Series II 22.7 -2.51 -12.34 23.28 1.017 
20 SBI Magnum Sector 
Funds- Umbrella 
Emerging Business   -9.83 0.00 1.011 
21 UTI Spread Fund 17.58 7.51 -2.32 16.35 1.011 
22 SBI Arbitrage 
Opportunities Fund 17.04 9.05 -0.78 15.63 1.011 
23 Canara Robeco 
F.O.R.C.E Fund – 
Institutional Plan  15.77 -2.41 -12.24 16.16 1.012 
24 Canara Robeco 
Equity Tax Saver 30.95 5.49 -4.34 29.34 1.006 
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25 SBI Magnum Tax 
Gain Scheme 93 70.99 7.12 -2.71 66.27 1.004 
26 UTI Long Term 
Advantage Fund-
Series II 15.83 5.51 -4.32 15.00 1.003 
27 SBI Magnum Sector 
Funds- Umbrella 
FMCG   -9.83 0.00 1.001 
28 UTI Transportation 
and Logistics Fund   -9.83 0.00 1.001 
29 LIC Nomura MF 
Index Fund- Nifty 
Plan 34.88 6.82 -3.01 32.65 1.001 
30 SBI Magnum Index 
Fund    -9.83 0.00 1.000 
31 ICICI Prudential 
Blended Plan B- 
Option II 11.71 9.91 0.08 10.65 1.000 
32 ICICI Prudential 
Blended Plan B- 
Option I 12.41 -12.23 -22.06 14.14 1.001 
33 Birla Sun Life 
international Equity 
Plan A 15.98 32.73 22.9 12.04 0.986 
34 Principal Global 
Opportunities Fund 22.53 4.63 -5.2 21.53 1.027 
35 IDFC Arbitrage Fund 
Plan B 13.41 4.64 -5.19 12.82 1.023 
36 Reliance Arbitrage 
Advantage Fund 13.29 9.66 -0.17 12.12 1.019 
37 Axis Midcap Fund  13.92 4.58 -5.25 13.31 1.022 
38 Reliance Equity 16.85 1.86 -7.97 16.54 1.017 
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Linked Saving Fund 
Series 1 
39 ICICI Prudential 
R.I.G.H.T Fund 15.88 3.93 -5.9 15.28 1.007 
40 ICICI Prudential 
FMCG Fund-
Dividend 57.31 0.29 -9.54 57.14 0.999 
41 ICICI Prudential 
Technology Fund 28.5 47.59 37.76 19.31 0.985 
42 Birla Sun Life MNC 
Fund- Dividend 89.31 0.52 -9.31 88.85 1.969 
43 IDFC Nifty Fund 12.47 7.82 -2.01 11.57 1.968 
44 ING Large Cap 
Equity Fund 20.38 0.44 -9.39 20.29 2.059 
45 Reliance Index Fund-
Nifty Plan 10.41 7.41 -2.42 9.69 2.059 
46 Canara Robeco 
Balance 58.66 -1.49 -11.32 59.55 2.142 
47 LIC Nomura MF 
balanced Fund 12.07 4.99 -4.84 11.50 2.264 
48 UTI Spread Fund 14.46 7.51 -2.32 13.45 2.224 
49 Canara Robeco Large 
Cap + Fund 12.52 5.74 -4.09 11.84 2.334 
50 UTI India Lifestyle 
Fund 14.69 6.1 -3.73 13.85 2.323 
51 Canara Robeco 
Emerging Equities 18.13 -3 -12.83 18.69 2.336 
52 SBI Blue Chip Fund  13.85 7.72 -2.11 12.86 2.978 
53 UTI Long Term 
Advantage Fund-
Series II 15.83 5.51 -4.32 15.00 3.204 
54 SBI Tax Advantage 12.95 4.42 -5.41 12.40 2.934 
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Fund Series II 
55 UTI MNC Fund 49.97 11.01 1.18 45.01 2.376 
56 SBI Magnum Sector 
Funds- Umbrella 
Pharma   -9.83 0.00 6.054 
57 UTI Transportation 
and Logistics Fund   -9.83 0.00 6.054 
58 LIC Nomura MF 
Index Fund- Nifty 
Plan 12.86 6.82 -3.01 12.04 6.054 
59 Canara Robeco Nifty 
Index 20.91 1.58 -8.25 20.58 5.964 
60 SBI Magnum Index 
Fund      
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Annexure 5 
 
CALCULATION OF JENSEN’S ALPHA 
 
S. 
NO. 
PRIVATE 
SECTOR 
EQUITY 
GROWTH 
FUNDS beta βRmt Rpt-Rft (Rmt-Rft) 
β (Rmt-
Rft) 
α = Rpt-
Rft - β 
(Rmt-Rft) 
1 Axis Triple 
Advantage 
Fund 0.981 0.981 -17.40 1.83 1.795 -19.20 
2 ICICI 
Prudential 
Blended Plan 
B- Option II 0.979 -9.206 -7.94 1.83 1.792 -9.73 
3 ICICI 
Prudential 
Blended Plan 
B- Option I 0.979 0.058 -10.68 1.83 1.792 -12.47 
4 Birla Sun Life 
international 
Equity Plan A 0.978 -2.622 14.85 1.83 1.791 13.06 
5 Principal Global 
Opportunities 
Fund 0.984 22.491 -13.20 1.83 1.801 -15.00 
6 Reliance 
Arbitrage 
Advantage 
Fund 0.983 -5.111 -8.17 1.83 1.798 -9.97 
7 JM Arbitrage 
Advantage 0.983 -0.167 -8.81 1.83 1.798 -10.61 
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Fund 
8 Axis Midcap 
Fund  0.982 -0.796 -13.17 1.83 1.798 -14.97 
9 BNP Paribas 
Tax Advantage 
Plan 0.981 -5.074 -10.09 1.83 1.796 -11.89 
10 Reliance Equity 
Linked Saving 
Fund Series 1 0.980 -2.050 -15.97 1.83 1.795 -17.77 
11 ICICI 
Prudential 
R.I.G.H.T Fund 0.978 -7.799 -2.45 1.83 1.790 -4.24 
12 ICICI 
Prudential –
FMCG Fund-
Growth 0.980 5.440 -9.02 1.83 1.793 -10.81 
13 Birla Sun Life 
MNC Fund-
Growth 0.979 -0.999 -8.15 1.83 1.793 -9.94 
14 Motilal Oswal 
Most Shares 
NASDAQ 100 
ETF 0.979 -0.146 32.98 1.83 1.793 31.19 
15 Goldman Sachs 
Hang Seng 
Exchange 
Traded Scheme 1.002 41.080 0.40 1.83 1.834 -1.43 
16 Canara Robeco 
Balance 1.008 8.473 -13.78 1.83 1.845 -15.63 
17 Canara Robeco 
Balance 1.006 -5.818 3.97 1.83 1.842 2.13 
18 LIC Nomura 1.017 12.176 -10.46 1.83 1.861 -12.32 
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MF balanced 
Fund 
19 UTI Wealth 
Builder Fund 
Series II 1.017 -2.502 -20.34 1.83 1.861 -22.20 
20 SBI Magnum 
Sector Funds- 
Umbrella 
Emerging 
Business 1.011 -12.485 -17.83 1.83 1.851 -19.68 
21 UTI Spread 
Fund 1.011 -9.945 -10.32 1.83 1.851 -12.17 
22 SBI Arbitrage 
Opportunities 
Fund 1.011 -2.346 -8.78 1.83 1.851 -10.63 
23 Canara Robeco 
F.O.R.C.E Fund 
- Institutional 
Plan  1.012 -0.789 -20.24 1.83 1.852 -22.09 
24 Canara Robeco 
Equity Tax 
Saver 1.006 -12.316 -12.34 1.83 1.841 -14.18 
25 SBI Magnum 
Tax Gain 
Scheme 93 1.004 -4.358 -10.71 1.83 1.837 -12.55 
26 UTI Long Term 
Advantage 
Fund-Series II 1.003 -2.719 -12.32 1.83 1.836 -14.16 
27 SBI Magnum 
Sector Funds- 
Umbrella 
FMCG 1.001 -4.326 -17.83 1.83 1.832 -19.66 
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28 UTI 
Transportation 
and Logistics 
Fund 1.001 -9.843 -17.83 1.83 1.832 -19.66 
29 LIC Nomura 
MF Index 
Fund- Nifty 
Plan 1.001 -9.843 -11.01 1.83 1.832 -12.84 
30 SBI Magnum 
Index Fund  1.000 -3.010 -17.83 1.83 1.830 -19.66 
31 ICICI 
Prudential 
Blended Plan 
B- Option II 1.000 -9.831 -7.92 1.83 1.830 -9.75 
32 ICICI 
Prudential 
Blended Plan 
B- Option I 1.001 0.0801 -30.06 1.83 1.832 -31.89 
33 Birla Sun Life 
international 
Equity Plan A 0.986 -21.763 14.90 1.83 1.805 13.09 
34 Principal Global 
Opportunities 
Fund 1.027 23.537 -13.20 1.83 1.880 -15.08 
35 IDFC Arbitrage 
Fund Plan B 1.023 -5.323 -13.19 1.83 1.873 -15.06 
36 Reliance 
Arbitrage 
Advantage 
Fund 1.019 -5.289 -8.17 1.83 1.865 -10.04 
37 Axis Midcap 
Fund  1.022 -0.173 -13.25 1.83 1.871 -15.12 
                   ANNEXURES 
                            168
38 Reliance Equity 
Linked Saving 
Fund Series 1 1.017 -5.340 -15.97 1.83 1.861 -17.83 
39 ICICI 
Prudential 
R.I.G.H.T Fund 1.007 -8.030 -13.90 1.83 1.843 -15.74 
40 ICICI 
Prudential 
FMCG Fund-
Dividend 0.999 -5.899 -17.54 1.83 1.829 -19.37 
41 ICICI 
Prudential 
Technology 
Fund 0.985 -9.399 29.76 1.83 1.803 27.96 
42 Birla Sun Life 
MNC Fund- 
Dividend 1.969 74.384 -17.31 1.83 3.604 -20.91 
43 IDFC Nifty 
Fund 1.968 -18.328 -10.01 1.83 3.602 -13.61 
44 ING Large Cap 
Equity Fund 2.059 -4.140 -17.39 1.83 3.769 -21.16 
45 Reliance Index 
Fund-Nifty Plan 2.059 -19.337 -10.42 1.83 3.768 -14.19 
46 Canara Robeco 
Balance 2.142 -5.185 -19.32 1.83 3.921 -23.24 
47 LIC Nomura 
MF balanced 
Fund 2.264 -25.634 -12.84 1.83 4.144 -16.98 
48 UTI Spread 
Fund 2.224 -10.764 -10.32 1.83 4.070 -14.39 
49 Canara Robeco 
Large Cap + 2.334 -5.415 -12.09 1.83 4.271 -16.36 
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Fund 
50 UTI India 
Lifestyle Fund 2.323 -9.504 -11.73 1.83 4.252 -15.98 
51 Canara Robeco 
Emerging 
Equities 2.336 -8.715 -20.83 1.83 4.275 -25.11 
52 SBI Blue Chip 
Fund  2.978 -38.220 -10.11 1.83 5.451 -15.56 
53 UTI Long Term 
Advantage 
Fund-Series II 3.204 -6.761 -12.32 1.83 5.864 -18.18 
54 SBI Tax 
Advantage 
Fund Series II 2.934 -12.67 -13.41 1.83 5.369 -18.78 
55 UTI MNC Fund 2.376 -12.857 -6.82 1.83 4.349 -11.17 
56 SBI Magnum 
Sector Funds- 
Umbrella 
Pharma 6.054 7.144 -17.83 1.83 11.080 -28.91 
57 UTI 
Transportation 
and Logistics 
Fund 6.054 -59.518 -17.83 1.83 11.080 -28.91 
58 LIC Nomura 
MF Index 
Fund- Nifty 
Plan 6.054 -59.518 -11.01 1.83 11.080 -22.09 
59 Canara Robeco 
Nifty Index 5.964 5.964 -16.25 1.83 10.914 -27.16 
60 SBI Magnum 
Index Fund  -8.25 -8.00 1.83 0 -8.00 
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Annexure 6 
 
CALCULATION FOR TREYNOR MAZUY MODEL 
  
S. 
N
O. 
PRIVATE 
SECTOR 
EQUITY 
GROWTH 
FUNDS beta βRmt 
Rpt-
Rft 
(Rm
t-
Rft) 
β 
(Rmt-
Rft) 
α = 
Rpt-
Rft - β 
(Rmt-
Rft) 
γ = (Rpt-Rft) 
- α - β ( Rmt- 
Rft ) / ( Rmt-
Rft )2 
1 Axis Triple 
Advantage Fund 0.981 0.981 -17.40 1.83 1.795 -19.20 -4.440 
2 ICICI Prudential 
Blended Plan B- 
Option II 0.979 -9.206 -7.94 1.83 1.792 -9.73 6.661 
3 ICICI Prudential 
Blended Plan B- 
Option I 0.979 0.058 -10.68 1.83 1.792 -12.47 -2.220 
4 Birla Sun Life 
international 
Equity Plan A 0.978 -2.622 14.85 1.83 1.791 13.06 -2.220 
5 Principal Global 
Opportunities 
Fund 0.984 22.491 -13.20 1.83 1.801 -15.00 -4.440 
6 Reliance 
Arbitrage 
Advantage Fund 0.983 -5.111 -8.17 1.83 1.798 -9.97 -8.881 
7 JM Arbitrage 
Advantage Fund 0.983 -0.167 -8.81 1.83 1.7989 -10.61 8.881 
8 Axis Midcap 
Fund  0.982 -0.796 -13.17 1.83 1.798 -14.97 -4.440 
9 BNP Paribas Tax 
Advantage Plan 0.981 -5.074 -10.09 1.83 1.796 -11.89 0 
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10 Reliance Equity 
Linked Saving 
Fund Series 1 0.980 -2.050 -15.97 1.83 1.795 -17.77 1.554 
11 ICICI Prudential 
R.I.G.H.T Fund 0.978 -7.799 -2.45 1.83 1.790 -4.24 2.220 
12 ICICI Prudential 
–FMCG Fund-
Growth 0.980 5.440 -9.02 1.83 1.793 -10.81 -8.881 
13 Birla Sun Life 
MNC Fund-
Growth 0.979 -0.999 -8.15 1.83 1.793 -9.94 6.661 
14 Motilal Oswal 
Most Shares 
NASDAQ 100 
ETF 0.979 0.146 32.98 1.83 1.793 31.19 6.661 
15 Goldman Sachs 
Hang Seng 
Exchange Traded 
Scheme 1.002 41.080 0.40 1.83 1.834 -1.43 0 
16 Canara Robeco 
Balance 1.008 8.473 -13.78 1.83 1.845 -15.63 -2.220 
17 Canara Robeco 
Balance 1.006 -5.818 3.97 1.83 1.842 2.13 0 
18 LIC Nomura MF 
balanced Fund 1.017 12.176 -10.46 1.83 1.861 -12.32 0 
19 UTI Wealth 
Builder Fund 
Series II 1.017 -2.502 -20.34 1.83 1.861 -22.20 -1.554 
20 SBI Magnum 
Sector Funds- 
Umbrella 
Emerging 1.011 -12.485 -17.83 1.83 1.851 -19.68 1.332 
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Business 
21 UTI Spread Fund 1.011 -9.945 -10.32 1.83 1.851 -12.17 -4.440 
22 SBI Arbitrage 
Opportunities 
Fund 1.011 -2.346 -8.78 1.83 1.851 -10.63 -6.661 
23 Canara Robeco 
F.O.R.C.E Fund - 
Institutional Plan  1.012 -0.789 -20.24 1.83 1.852 -22.09 1.332 
24 Canara Robeco 
Equity Tax Saver 1.006 -12.316 -12.34 1.83 1.841 -14.18 -8.881 
25 SBI Magnum Tax 
Gain Scheme 93 1.004 -4.358 -10.71 1.83 1.837 -12.55 0 
26 UTI Long Term 
Advantage Fund-
Series II 1.003 -2.719 -12.32 1.83 1.836 -14.16 -8.881 
27 SBI Magnum 
Sector Funds- 
Umbrella FMCG 1.001 -4.326 -17.83 1.83 1.832 -19.66 1.332 
28 UTI 
Transportation 
and Logistics 
Fund 1.001 -9.843 -17.83 1.83 1.832 -19.66 1.332 
29 LIC Nomura MF 
Index Fund- Nifty 
Plan 1.001 -9.843 -11.01 1.83 1.832 -12.84 -4.440 
30 SBI Magnum 
Index Fund  1.000 -3.010 -17.83 1.83 1.830 -19.66 0 
31 ICICI Prudential 
Blended Plan B- 
Option II 1.000 -9.831 -7.92 1.83 1.830 -9.75 0 
32 ICICI Prudential 1.001 0.080 -30.06 1.83 1.832 -31.89 -1.776 
                   ANNEXURES 
                            173
Blended Plan B- 
Option I 
33 Birla Sun Life 
international 
Equity Plan A 0.986 -21.763 14.90 1.83 1.805 13.09 -2.220 
34 Principal Global 
Opportunities 
Fund 1.027 23.537 -13.20 1.83 1.880 -15.08 -4.440 
35 IDFC Arbitrage 
Fund Plan B 1.023 -5.323 -13.19 1.83 1.873 -15.06 -6.661 
36 Reliance 
Arbitrage 
Advantage Fund 1.019 -5.289 -8.17 1.83 1.865 -10.04 2.220 
37 Axis Midcap 
Fund  1.022 -0.173 -13.25 1.83 1.871 -15.12 8.881 
38 Reliance Equity 
Linked Saving 
Fund Series 1 1.017 -5.340 -15.97 1.83 1.861 -17.83 8.881 
39 ICICI Prudential 
R.I.G.H.T Fund 1.007 -8.030 -13.90 1.83 1.843 -15.74 4.440 
40 ICICI Prudential 
FMCG Fund-
Dividend 0.999 -5.899 -17.54 1.83 1.829 -19.37 -1.554 
41 ICICI Prudential 
Technology Fund 0.985 -9.399 29.76 1.83 1.803 27.96 -8.881 
42 Birla Sun Life 
MNC Fund- 
Dividend 1.969 74.384 -17.31 1.83 3.604 -20.91 0 
43 IDFC Nifty Fund 1.968 -18.328 -10.01 1.83 3.602 -13.61 0 
44 ING Large Cap 
Equity Fund 2.059 -4.140 -17.39 1.83 3.769 -21.16 8.881 
45 Reliance Index 2.059 -19.337 -10.42 1.83 3.768 -14.19 0 
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Fund-Nifty Plan 
46 Canara Robeco 
Balance 2.142 -5.185 -19.32 1.83 3.921 -23.24 -8.881 
47 LIC Nomura MF 
balanced Fund 2.264 -25.634 -12.84 1.83 4.144 -16.98 -1.776 
48 UTI Spread Fund 2.224 -10.764 -10.32 1.83 4.070 -14.39 0 
49 Canara Robeco 
Large Cap + Fund 2.3341 -5.415 -12.09 1.83 4.271 -16.36 8.881 
50 UTI India 
Lifestyle Fund 2.32 -9.504 -11.73 1.83 4.252 -15.98 -8.881 
51 Canara Robeco 
Emerging 
Equities 2.336 -8.715 -20.83 1.83 4.275 -25.11 0 
52 SBI Blue Chip 
Fund  2.978 -38.220 -10.11 1.83 5.451 -15.56 -8.881 
53 UTI Long Term 
Advantage Fund-
Series II 3.204 -6.761 -12.32 1.83 5.864 -18.18 -8.881 
54 SBI Tax 
Advantage Fund 
Series II 2.934 -12.675 -13.41 1.83 5.369 -18.78 -8.881 
55 UTI MNC Fund 2.376 -12.857 -6.82 1.83 4.349 -11.17 -8.881 
56 SBI Magnum 
Sector Funds- 
Umbrella Pharma 6.054 7.144 -17.83 1.83 11.080 -28.91 0 
57 UTI 
Transportation 
and Logistics 
Fund 6.054 -59.518 -17.83 1.83 11.080 -28.91 0 
58 LIC Nomura MF 
Index Fund- Nifty 
Plan 6.054 -59.518 -11.01 1.83 11.080 -22.09 1.776 
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59 Canara Robeco 
Nifty Index 5.964 5.964 -16.25 1.83 10.914 -27.16 -1.776 
60 SBI Magnum 
Index Fund  -8.25 -8.00 1.83 0 -8.00 0 
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Annexure 7 
 
CALCULATION OF HENRIKSSON MERTON MODEL 
 
S. 
NO. 
PRIVATE 
SECTOR 
EQUITY 
GROWTH 
FUNDS 
α = Rpt-
Rft - β 
(Rmt-Rft) 
 γ = (Rpt-Rft) 
- α - β ( Rmt- 
Rft ) / ( Rmt-
Rft )2  
D = (Rpt-Rft) - 
α - β ( Rmt- 
Rft ) /γ* ( Rmt-
Rft )2  
CORRELATIO
N BETWEEN 
MARKET 
TIMING AND 
SELECTIVITY 
1 Axis Triple 
Advantage Fund -19.20 -4.440 1.207 -0.150 
2 ICICI Prudential 
Blended Plan B- 
Option II -9.73 6.661 -8.034 -0.154 
3 ICICI Prudential 
Blended Plan B- 
Option I -12.47 -2.220 2.410 -0.147 
4 Birla Sun Life 
international 
Equity Plan A 13.06 -2.220 2.408 -0.148 
5 Principal Global 
Opportunities 
Fund -15.00 -4.440 1.211 -0.149 
6 Reliance 
Arbitrage 
Advantage Fund -9.97 -8.881 6.048 -0.153 
7 JM Arbitrage 
Advantage Fund -10.61 8.881 -6.048 -0.163 
8 Axis Midcap 
Fund  -14.97 -4.440 1.209 -0.153 
9 BNP Paribas Tax 
Advantage Plan -11.89 0 0 -0.157 
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10 Reliance Equity 
Linked Saving 
Fund Series 1 -17.77 1.554 -3.448 -0.156 
11 ICICI Prudential 
R.I.G.H.T Fund -4.24 2.220 -2.408 -0.141 
12 ICICI Prudential 
–FMCG Fund-
Growth -10.81 -8.881 6.030 -0.136 
13 Birla Sun Life 
MNC Fund-
Growth -9.94 6.661 -8.038 -0.147 
14 Motilal Oswal 
Most Shares 
NASDAQ 100 
ETF 31.19 6.661 -8.038 -0.137 
15 Goldman Sachs 
Hang Seng 
Exchange Traded 
Scheme -1.43 0 0 -0.127 
16 Canara Robeco 
Balance -15.63 -2.220 2.482 -0.124 
17 Canara Robeco 
Balance 2.13 0 0 -0.125 
18 LIC Nomura MF 
balanced Fund -12.32 0 0 -0.122 
19 UTI Wealth 
Builder Fund 
Series II -22.20 -1.554 3.575 -0.119 
20 SBI Magnum 
Sector Funds- 
Umbrella 
Emerging -19.68 1.332 -4.149 -0.144 
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Business 
21 UTI Spread Fund -12.17 -4.440 1.244 -0.124 
22 SBI Arbitrage 
Opportunities 
Fund -10.63 -6.661 8.298 -0.128 
23 Canara Robeco 
F.O.R.C.E Fund - 
Institutional Plan  -22.09 1.332 -4.152 -0.137 
24 Canara Robeco 
Equity Tax Saver -14.18 -8.881 6.190 -0.113 
25 SBI Magnum Tax 
Gain Scheme 93 -12.55 0 0 -0.127 
26 UTI Long Term 
Advantage Fund-
Series II -14.16 -8.881 6.174 -0.123 
27 SBI Magnum 
Sector Funds- 
Umbrella FMCG -19.66 1.332 -4.107 -0.139 
28 UTI 
Transportation 
and Logistics 
Fund -19.66 1.332 -4.107 -0.109 
29 LIC Nomura MF 
Index Fund- Nifty 
Plan -12.84 -4.440 1.232 -0.073 
30 SBI Magnum 
Index Fund  -19.66 0 0 -0.077 
31 ICICI Prudential 
Blended Plan B- 
Option II -9.75 0 0 -0.068 
32 ICICI Prudential -31.89 -1.776 3.081 -0.059 
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Blended Plan B- 
Option I 
33 Birla Sun Life 
international 
Equity Plan A 13.09 -2.220 2.427 -0.111 
34 Principal Global 
Opportunities 
Fund -15.08 -4.440 1.264 -0.110 
35 IDFC Arbitrage 
Fund Plan B -15.06 -6.661 8.397 -0.117 
36 Reliance 
Arbitrage 
Advantage Fund -10.04 2.220 -2.508 -0.133 
37 Axis Midcap 
Fund  -15.12 8.881 -6.290 -0.116 
38 Reliance Equity 
Linked Saving 
Fund Series 1 -17.83 8.881 -6.258 -0.070 
39 ICICI Prudential 
R.I.G.H.T Fund -15.74 4.440 -1.239 -0.013 
40 ICICI Prudential 
FMCG Fund-
Dividend -19.37 -1.554 3.515 0.032 
41 ICICI Prudential 
Technology Fund 27.96 -8.881 6.062 -0.034 
42 Birla Sun Life 
MNC Fund- 
Dividend -20.91 0 0 -0.070 
43 IDFC Nifty Fund -13.61 0 0 -0.057 
44 ING Large Cap 
Equity Fund -21.16 8.881 -1.267 -0.042 
45 Reliance Index -14.19 0 0 0.012 
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Fund-Nifty Plan 
46 Canara Robeco 
Balance -23.24 -8.881 1.318 0.036 
47 LIC Nomura MF 
balanced Fund -16.98 -1.776 6.966 0.017 
48 UTI Spread Fund -14.39 0 0 -0.051 
49 Canara Robeco 
Large Cap + Fund -16.36 8.881 -1.436 -0.029 
50 UTI India 
Lifestyle Fund -15.98 -8.881 1.429 0.057 
51 Canara Robeco 
Emerging 
Equities -25.11 0 0 0.030 
52 SBI Blue Chip 
Fund  -15.56 -8.881 1.832 0.075 
53 UTI Long Term 
Advantage Fund-
Series II -18.18 -8.881 1.971 0.053 
54 SBI Tax 
Advantage Fund 
Series II -18.78 -8.881 1.805 0.029 
55 UTI MNC Fund -11.17 -8.881 1.462 -0.010 
56 SBI Magnum 
Sector Funds- 
Umbrella Pharma -28.91 0 0 -0.092 
57 UTI 
Transportation 
and Logistics 
Fund -28.91 0 0 -0.118 
58 LIC Nomura MF 
Index Fund- Nifty 
Plan -22.09 1.776 -1.862 -0.160 
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59 Canara Robeco 
Nifty Index -27.16 -1.776 1.834 -1 
60 SBI Magnum 
Index Fund -8.00 0 0 0 
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ABSTRACT
The mutual fund industry in India is currently in a nascent stage as compared to its global
peers but it is attracting high amounts of investor cash flows by employing several
marketing strategies, despite the very low levels of penetration. This paper highlights the
competition prevalent in the Indian Mutual Fund industry over a period of 11 years i.e, from
2003 to 2013. The study takes into account 25 mutual funds and their share of assets to find
out the concentration and hence the level of competition. The study has revealed that over
the years the concentration has decreased and hence the competition has increased. This
study will help the mutual fund firms to understand the need of re-engineering in their
organizations in orderto reduce the risk and costs associated with higher returns.
Keywords: Competition, Concentration Mutualfunds, Risk, Share ofassets.
Introduction
Reengineering an organization is simply the process of reviewing all the different levels of
an organization's way of doing business and considering how to improve things. The goals
of reengineering include increased company profits, improved competitive advantage in
the marketplace and enhanced public image. Reengineering requires an organization to
look closely at its strengths and weaknesses, ask difficult questions where necessary, and
make changes forthe better of the organization.
The reengineering process identifies elements of an organization that are creating more
benefits with few costs and makes necessary adjustments. The Mutual fund companies
introduce different operational process changes for performance improvements, like
reduction in entry and exit load, changes in the portfolio management strategies both, for
portfolio construction and portfolio revision. In addition, hiring and constant training
opportunities for employees have increased their efficiency in financial planning which
ultimately helps mutual fund companies in satisfying investors' objective of risk return
trade off. Similar process was followed by Unit Trust of India, which in 1963, invited..
investors or rather to those who believed in savings, to park their money in UTI Mutual
Fund. The performance of mutual funds in India in the initial phase was not even closer to
satisfactory level. People rarely understood, and of course investing was out of question.
But yes, some 24 million shareholders were accustomed with guaranteed high returns by
the beginning of liberalization of the industry in 1992. This good record of UTI became
marketing tool for new entrants. The expectations of investors touched the sky in
profitability factor. However, people were miles away from the preparedness of risks factor
after the liberalization.
The Assets under Management of UTI was Rs.67bn. by the end of 1987. The Assets under
Management rose to Rs. 470 bn. in March 1993 and the figure had a three times higher
performance by April 2004. It rose as high as Rs. l,540bn. The net asset value (NAV) of
mutual funds in India declined when stock prices started falling in the year 1992. Those
days, the market regulations did not allow portfolio shifts into alternative investments.
There was rather no choice apart from holding the cash or to further continue investing in
shares. One more thing to be noted, since only closed-end funds were floated in the
market, the investors disinvested by selling at a loss in the secondary market.
The performance of mutual funds in India suffered qualitatively. The 1992 stock market
scandal, the losses by disinvestments and of course the lack of transparent rules in the
whereabouts rocked confidence among the investors. Partly owing to a relatively weak
stock market performance, mutual funds have not yet recovered, with funds trading at an
average discount of 1020 percent of their net asset value. The measure was taken to make
mutual funds the key instrument for long-term saving. The more the variety offered, More
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the number of investors will be. At last to mention, as long as mutual fund companies are
performing with lower risks and higher profitability within a short span of time, more and
more people will be inclined to invest until and unless they are fully educated with the dos
and don'ts of mutual funds.
Competition and Performance
An important element of economic models of competition is the number of firms
competing in a market. Under certain conditions two firms suffice to assure competitive
prices; under more' general conditions, the larger the number of rivals, the more choices
available to consumers and the greater the likelihood of competitive pricing. The greater
the number of rivals and choices available to buyers in a market, the less likely is collusion
and rivals fixing prices above the competitive level. Empirical studies of auction markets
and various industries, such as airlines, railroads, books, and pharmaceuticals, show prices
declining asthe number of bidders or rivals increases and as concentration of sales in a few
firms declines. The mutual fund industry offers many choices for investors, and with choice
comes competition.
The presence of more than one firm in an industry or the presence of substitute products
offered by firms in other industries implies competition. The various conditions to the
competition and features of the different markets in general and particular to the mutual
fund industry are clearly mentioned in the literature Baumol (1982) and Baumol et.al
(1989). In general concentration ratios are widely used for characterizing industrial
structures Utton (1970). The popularity of such measures are easy to grasp. But there is lack
of literature pertaining to the field of competition in the mutual fund industry in Indian
context. Baumol et.al (1989) has really looked into the aspects of competition among the
mutual funds in the context of United Kingdom. Baumol has used concentration measures
for analyzing competition. This study has followed Baumol's methodology for estimating
competition among the mutual funds in Indian context.
It is generally recognized that strong competition is the instrument of market mechanism
that ensures good performance. In particular, there are two forms of industry structure
(perfect competition and perfect contestability) that constitute theoretical ideals of highly
effective competition Baumol, Panzer and Willig, (1988). Baumol (1989) clearly showed
that the changes in the industry concentration would lead to the variations in prices,
output, and product quality. The question is that how the structure would enhance
competition and the competition will enhance performance or efficiency. In the context of
this study, the relevant question is how the structure does matter for the competition. By
analyzing competition the study tries to answerthis question.
literature Review
A large number of studies on the growth and financial performance of mutual funds have
been carried out during the past, in the developed and developing countries. Brief reviews
of the following research works reveal the wealth of contributions towards the
performance evaluation of mutual fund, markettiming and stock selection abilities offund
managers. The pioneering work on the mutual funds in U.S.A. was done by Friend, et al.,
(1962) in Wharton School of Finance and Commerce forthe period 19S3 to 1958.
Friend, et aI., (1962) made an extensive and systematic study of 152 mutual funds found
that mutual fund schemes earned an average annual return of 12.4 percent, while their
composite benchmark earned a return of 12.6 percent. Their alpha was negative with 20
basis points. Overall results did not suggest widespread inefficiency in the industry.
Comparison offund returns with turnover and expense categories did not reveal a strong
relationship.
Friend, Blume and Crockett (1970) compared the performance of 86 funds with random
portfolios. The study concluded that, mutual funds performed badly in terms of total risk.
Fundswith higher turnover outperformed the market. The size of the fund did not have any
impact on their performance.
Carlson (1970) examined mutual funds emphasizing the effect of market series (S&P 500,
NYSEcomposite, DJIA) during the period 1948-67. All fund groups outperformed DJIA but
for a few which had gross returns better than that of S&P 500 or NYSEcomposite. Though
there was consistency in risk and return, there was no consistency between risk-adjusted
performance measures over the time period. Carlson's analysis of performance exposed
relationship between cash inflows into funds and not with the size orexpense ratio.
McDonald and John (1974) examined 123 mutual funds and identified the existence of
positive relationship between objectives and risk. The study identified the existence of
positive relationship between return and risk. The relationship between objective and risk-
adjusted performance indicated that, more aggressive funds experienced better results.
Vidhyashankar S (1990) identified a shift from bank or company deposits to mutual funds
due to its superiority by way of ensuring a healthy and orderly development of capital
market with adequate investor protection through SEBI interference. The study identified
that mutual funds in the Indian capital market have a bright future as one of the
predominant instruments of savings by the end of the century.
Gangadhar V (1992) identified mutual funds as the prime vehicle for mobilization of
household sectors' savings as It ensures the triple benefits of steady return, capital
appreciation and low risk. He identified that open-end funds were very popular in India due
to its size, economies of operations and for its liquidity. Investors opted for mutual funds
with the expectation of higher return for a given risk, greater convenience and liquidity.
Ansari (1993) stressed the need for mutual funds to bring in innovative schemes suitable to
the varied needs of the small savers in order to become predominant financial service
institution in the country.
Kale and Uma (1995) conducted a study on the performance of 77 schemes managed by 8
mutual funds. The study revealed that, growth schemes yielded 47 percent CAGR, tax-
planning schemes 30 percent CAGRfollowed by balanced schemes with 28 percent CAGR
and income schemes with 18 percent CAGR.
Deliva, Wilfred L and Olson, Gerard T (1998) studied 568 mutual funds without
survivorship bias. The results indicate that, informational competency of funds increased
the efficiency, reduced expenses and provided for higher risk-adjusted returns.
Redemption fees had positive and significant impact on expenses. International funds had
higher expense ratios.
Irissappane Aravazhi (2000) evaluated the investment pattern and performance of 34
close-end schemes from 1988-98 and elicited the views of investors and managers
belonging to Chennai, Mumbai, Pune and Delhi. The survey identified that the investors
desired a return equivalent to market. 16 schemes reported greater risk than the market
volatility. Majority of the schemes had a lower beta. Negative values in the case of Treynor
and Sharpe index among many schemes indicated the mockery of the market. He further
identified that the fund managers of 26 schemes had missed the chance of gaining from
scheduling with response to changes in the market.
Gupta Amitabh (2001) evaluated the performance of 73 selected schemes with different
investment objectives, both from the public and private sector using Market Index and
Fundex. NAVof both close-end and open-end schemes from April 1994 to March 1999 were
tested. The sample schemes were not adequately diversified, risk and return of schemes
were not in conformity with their objectives, and there was no evidence of market timing
abilities of mutual fund industry in India.
Sondhi H Jand Jain P K (2005) examined 17 public and 19 private sector mutual fund equity
schemes. The mean and median returns for the aggregate period (1993-2002) were lower
than the returns on 364 days treasury bills, and higher than the BSE100 index. Alliance
Equity fund was the top performer and Canbonus and lIC Dhanvikas(l) were the worst
performers. They hypothesized that majority of the sample schemes earned returns better
than the market. Private equity schemes had superior performance due to its popularity;
fund management practices, well-researched stock selection and timing skills. More than
three-fourth of public sector schemes were unable to achieve better returns in spite of
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higher investor confidence associated with high safety. The funds did not show consistency
in performance.
Objective
Tostudy the extent of competition in the mutual fund industry in India.
Methodological Framework
The present study tries to find out the extent of competition taking place in the mutual fund
industry in India. One of objectives of this study is to measure competition among the
mutual funds by taking each fund as a firm in the mutual fund industry. To estimate the
degree of competition in the mutual fund industry} this study uses a generally accepted
measure of concentration - Herfindahl- Hirschman index (HHIL following the methodology
proposed by Baumol et.al (1989). In Baumol's study} they have used assets as a variable for
measuring competition among the mutual funds. The present study has used Asset under
Management (AUM) as a variable for calculating competition. This variable is taken into
account for understanding how much assets each mutual fund is holding. In this study we
have taken asset under management as a share of total AUM for each mutual fund as a
variable for estimating the concentration. The analysis is done for the period 2001-13.
These data have been collected from the Association of Mutual Funds in India (AMFIL
2013.Those mutual fund firms have been included in the study who have been present in
the market since 2001 till 2013 so asto ensure the competitiveness between these firms. As
stated earlier this study has used HHI for measuring competition among the mutual funds.
This has its own limitation and it gives the only information that whether the competition
has increased or not. Also it gives the acquaintance about the extent of competition taking
place ratherthan the nature and intensity of competition.
Variable Construction
To estimate the competition among the mutual funds} the market share of each mutual
fund in the industry is necessary. In the case of mutual funds} earlier studies have used the
assetsshare as the market share and considered it as the variable for estimating the
competition. This study also uses the asset share to total assets as the variable. For the
analysis}the study uses 25 mutual funds The study could not get time series data of assets
for all mutual funds due to non-availability of data. So it uses last eleven years data for the
analysisi.e. from 2003-13.
The Estimation
Forestimating competition we have taken the data on share of assets for each fund in total
assets for the period 2003-13. The number of funds from different categories of mutual
funds were used forthe analysis isgiven in the An nexure I.
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TABLE 1
Assets under management (Rs.Cr)
S. Mutual June June June June une une
June 2009
~une June June Sep 2013
No. Funds 2003 2004 2005 2006 2007 2008 2010 2011 2012
1 HDFC
11,961 16,105(3) 15,708(4) 24,391(4) 35,630 52,711(3)9 78,198(2)1 86,648 92,033 92,625(1) 104,977Mutual
Fund
(3)12.1 10.7 9.9 9.1 (4)9.0 .3 1.6 (2)12.8 (2)12.4 13.5 (1)12.4
2 Reliance
26,314(3) 59,857 90,813(1) 108,332(1) 101,320 101,25 80,694 97,771(2)Mutual 3,713 11,204 9,908
9.9 (1)15.1 16.1 16.1 (1)15.0
9(1)
(2)11.8 11.5Fund 13.7
3 ICiCI
Prudenti 12,637 16,071(4) 17,042(2) 30,143(1) 43,614 59,474(2) 70,169(3) 73,795 79,759 73,050 91,695al
Mutual (2)12.8 10.7 10.8 11.3 (2)11.0 10.5 10.5 (3)11.0 (3)10.7 (3)10.6 (3)10.8
Fund
4 Birla Sun
Life
7,307 9,397 10,027 14,609 19,525 41,075 56,283 63,112 67,475
67,206 79,761
Mutual (4)9.8 (4)9.4
Fund
5 UTI 16,015 18,875(1) 21,976(1) 30,115(2) 39,032 50,771(4) 67,978(4) 64,446 69,105Mutual 60,923 74,707
Fund (1)16.2 12.6 13.9 11.3 (3)9.9 8.9 10.1 (4)9.5 (4}9.3
6 5BI
Mutual 3,951 5,296 7,189 13,634 20,273 30,132 34,061 33,728 47,874 47,184 59,163
Fund
7 Franklin
Templet
11,152 17,342(2) 16,255(3)on
(4}11.3 11.5 10.3
21,650 26,469 24,742 25,473 34,564 34,729 35,533 41,722
Mutual
Fund
8 IDFC
Mutual 5,991 9,444 7,554 9,551 12,946 11,641 21,676 20,966 27,849 27,147 38,938
Fund
9 Kotak
Mahindr
3,454 5,651 6,325 10,326 16,722 21,183 30,833 28,541 33,994 25,324 37,203a Mutual
Fund
10 DSP
BlackRoc 3,315 6,389 6,472 11,074 12,753 20,540 17,396 21,416 30,022 30,002 33,041k Mutual
Fund
11 Tata
Mutual 1,786 6,389 6,472 11,159 14,837 23,853 21,223 18,464 25,006 20,754 20,883
Fund
12 Deutsch
e
1,213 2,266 2,367 6,910 11,037 13,616 9,017 11,084 13,852 18,563Mutual
5,388
Fund
13 L&T
Mutual 1,008 1,243 1,005 2,475 3,018 1,941 2,509 3,693 5,215 3,046 13,782
Fund
14 Sundara
m
1,598 1,841 2,036 4,938 9,400 12,992 13,315 12,717 14,541 13,228 15,459Mutual
Fund
15 LlC
NOMUR
A 3,354 4,960 2,958 7,556 9,222 18,633 32,415 30,049 9,338 5,919 6,818
Mutual
Fund
16 Canara
Robeco
1,346 1,489 1,565 2,841 2,796 3,933 7,624 8,533 8,625 7,580 7,193Mutual
Fund
17 HSBC
Mutual 1,639 5,463 7,251 10,451 14,314 17,357 9,661 5,353 4,855 4,554 5,891
Fund
18 M
Financial
149 4,111 3,780 3,040 3,758 11,655 7,771 5,658 5,850 5,812 6,755Mutual
Fund
19 Baroda
Pioneer
220 419 152 200 308 60 3,723 3,075 4,430 5,511 7,140Mutual
Fund
20 PRINCIP
AL 1,896 4,825 6,265 10,038 11,551 14,199 8,695 6,828 5,434 4,660 4,849Mutual
Fund
21 Goldma
n Sachs
10 78 620 1,044 7,200 2,642 1,120 2,250 4,115 4,313 4,309Mutual
Fund
22 aurus
Mutual 109 131 171 200 308 299 561 2,439 5,021 3,745 4,464
Fund
23 ING
Mutual 867 1,472 2,073 3,645 5,346 8,496 2,397 1,495 993 923 891
Fund
24 Escorts
Mutual 97 131 121 108 136 162 201 196 209 196 268
Fund
25 Sahara 3,866 345 565 188 187 176 213 742 265 787 244
Mutual
Fund
Total 98,654 150,085 158,099 265,805 394,751 564,898 670,705 675,859 741,175 685,410 846,563
It is seen from the Table 1that the large firms still retain market share with slight changes in
their ranks. Even though there are small changes in the market shares of funds over the
years, there is not much difference in their ranks.
Measuring Competition
Here we have estimated the four firm concentration ratios for mutual funds by taking the
market share of four large firms. The ratio depicted in Table 2 has shown a decline over the
years. It was 52.4 in 2003 and declined to 44.1 in 2013. The estimated concentration ratio
shows decline and this indicates that the competition has increased in the mutual fund
industry. It also reveals that, over the years the four large firms still continue to have high
market share.
TABLE 2 : Firm Concentration Ratios for Mutual Funds
FOUR FIRM CONCENTRATION RATIO
YEAR CONCENTRATIONRATIO
2003 52.4
2004 45.5
2005 44.9
2006 41.6
2007 45
2008 44.8
2009 48.3
2010 48.3
2011 46.1
2012 45.7
2013 44.1
This conventional measure takes in to account only information about the industry's
leading firms. Therefore we have calculated Herfindahl-Hirschman index (HHI) (which is a
better measure of industry concentration because it is based upon the information about
all firms in the industry) to measure concentration in the mutual funds for 25 funds by using
their market shares (assets as percent of total assets) for the year 2003 to 2013. The HHI is
calculated by summing the squared market shares of all funds in the market. It ranges on a
scale from Oto 10,000. The larger the HHI, the more concentrated is the industry or market.
An industry with an HHI greater than 1800 is a highly concentrated one. Also an industry
with the value of HHI between 1000 and 1800 is moderately concentrated one and one with
HHlless than 1000 is unconcentrated (Baumol and Panzar, 1988).
Theformula, HHI= i:(sn
h'
Where s. the market is share offirm iin the industry and 'n' is the numberoffirms.,
TABLE3 : Herfindahl Hirschman Index for
all Mutual Fund from 2003 to 2013
Table 3 presents the HHI values for mutual funds. In 2003, the HHI was 892. By 2006, the
index had fallen t0734. It clearly shows that the mutual funds compete in an
unconcentrated industry. The low level of concentration in the mutual fund industry is the
evidence of the substantial degree of competition among the mutual funds. Though the
HHI increased in few years after 2007 till 2010 when it was at its peak suggesting that the
competition had fallen down but after that it started to fall down and it has consistently
'fallen down. Also the downward trend in concentration indicates that competition in the
mutual fund industry is increasing. The Figure 1 gives the trends in the concentration
among the mutual funds. It is a downward sloping curve showing concentration among the
funds hasdeclined overthe periods. That means competition is increasing.
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FIGURE1: Trends in Herfindahl Hirschman Index for Mutual Funds
Normalized HHI
Inorder to remove the size inequality in the market shares of funds, we have calculated the
normalized Herfinhahl index and are shown in the Table 4. The normalized HHI for mutual
funds also gives the same results as that of general HHI values. It also shows the decreasing
concentration indicating increasing competition. There is not much difference in the value
of index.
TABLE4: Normalized Herfinhahl Hirshman Index for
Mutual Funds from 2003-2013
YEAR 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
Normalized 929 790 792 764 830 862 935 947 922 917 893
HHI
The method of using HHI index to measure concentration also has its own limitation that it
gives only the idea of whether concentration has increased or not.
Conclusion
The classical competitive market structure is characterized by a high a number of firms
competing, firm entry lower market shares and low prices. The study unveils the classical
relation between competition and concentration in an industry.
The estimated concentration ratio shows decline and this indicates that the competition
has increased in the mutual fund industry. It also reveals that, over the years the four large
firms still continue to have high market share.
The low level of concentration in the mutual fund industry is the evidence ofthe substantial
degree of competition among the mutual funds.
The trends in the concentration among the mutual funds is a downward sloping curve
showing concentration among the funds has declined over the periods. That means
competition is increasing.
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